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Abstract 


This  report  analyzes  the  IT  outsourcing  market  in  the  U.S.  from  the  point 
of  view  of  relative  attractiveness  of  the  federal  and  commercial  markets. 
Based  vendor  and  user  survey  results,  secondary  data  and  proprietary 
sources,  this  report  analyzes  the  characteristics  of  buyers  in  each  of  these 
markets,  the  barriers  to  entering  a new  market  and  potential  strategies 
available  to  overcome  these  barriers. 

In  addition,  this  report  provides  a summary  forecast  of  the  U.S. 
operational  services  market,  which  includes  IT  outsourcing.  Business 
Process  Operations  and  Processing  Services  (primarily  transaction 
services).  Also,  the  report  analyzes  market  drivers  and  trends  that 
underpin  expected  market  growth.  Finally,  the  report  identifies  various 
market  segments  and  vertical  industries  thought  to  be  particularly 
attractive  for  IT  outsourcing  vendors. 

The  Executive  Summary  provides  a summary  of  survey  results,  INPUT’S 
market  forecast,  and  data  derived  from  a variety  of  sources.  This  report, 
which  attempts  to  answer  the  general  question,  “Should  an  IT  vendor 
that  is  currently  active  in  the  U.S.  federal  market  diversify  into  the  U.S. 
commercial  market  for  IT  outsourcing?,”  constitutes  the  first  part  of  a 
three-part  research  project.  The  second  part  will  take  as  its  point  of 
departure  a positive  answer  to  this  question  and  propose  a strategic  plan 
to  implement  such  diversification  successfully. 

An  appendix  provides  detailed  responses  to  INPUT’S  survey  questionnaire 
of  select  vendors  and  customers  of  IT  outsourcing  services.  These 
responses  are  cross-indexed  by  company  and  by  question.  Also,  the 
appendix  provides  a summary  of  terms  and  definitions  used  by  INPUT  in 
this  report  along  with  summary  notes  on  vendors  that  participated  in  the 
survey,  or  analyzed  in  the  report. 
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Introduction 


A 

Scope  and  Objectives 

The  scope  of  this  report  is  an  analysis  of  the  contemporary  U.S.  IT 

outsourcing  market  from  the  point  of  view  of  federal  versus  commercial 

markets,  in  general,  and  DynCorp,  in  particular. 

The  overall  objective  of  this  report  is  to  provide  an  objective  basis  for 

DynCorp’s  decision  regarding  whether  or  not  to  enter  the  U.S.  commercial 

IT  outsourcing  market. 

To  that  end,  this  report  will: 

• Define  and  identify  major  segments  of  the  U.S.  operational  services 
(Business  Process  Operations,  transaction  processing  and  IT 
outsourcing)  market.  (See  attached  Terms  and  Definitions.) 

• Estimate  the  size  (and  forecast  growth  rates)  of  the  U.S.  operational 
services  market  by  dehvery  mode  and  industry. 

• Estimate  the  size  (and  forecast  growth  rates)  of  each  of  the  market’s 
top  ten  vertical  segments,  e.g.,  manufacturing,  telecom,  state  & local, 
banking  & finance,  utilities,  etc. 

• Analyze  the  effect  on  growth  rates  of  key  industry  trends  and  drivers, 

• Compare  and  analyze  revenue  growth  for  a representative  sample  of 
ten  publicly  held  federal  and  ten  publicly  held  commercial  IT 
outsourcing  vendors. 

• Compare  and  contrast  the  buying  practices  and  characteristics  of 
federal  versus  commercial  IT  outsourcing  customers  based  on  in-depth 
interviews  with  competitor  vendors  and  potential  customers. 
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. Identify  key  barriers  to  entry  based  on  interview  data  and  other 
proprietary  sources. 

• Identify  market  segments  and  trends  in  the  U.S.  commercial  IT 
outsourcing  market,  including; 

• Large  vs  small-size  customer  opportunities 
. Industry  and  dehvery  mode 
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B 

Methodology 


The  data  shown  in  this  study  was  derived  from  the  following  sources: 

• Telephone  interviews  with  22  representative  outsourcing  vendors  that 
are  active  in  both  the  federal  and  commercial  segments  of  the  U.S. 
market. 

• Telephone  interviews  with  six  representative  industrial  firms  in 
various  industries  that  have  experience  using  IT  outsourcing  vendors. 

• input’s  previously  published  report,  Operational  Services  Market 
Forecast,  2000-2005 — U.S. 

• Secondary  sources  of  industry  data. 

• input’s  proprietary  sources  of  vendor  and  IT  market  data. 

This  report  reflects  data  derived  from  these  sources  and  a proprietary 
analysis  as  directed,  in  part,  by  DynCorp’s  executives. 

Outsourcing  is  defined  by  INPUT  as  follows. 

Outsourcing  was  previously  called  Systems  Operations  in  the  1990s  and 
1980s  and  Facihties  Management  in  the  1970s  and  1960s.  Outsourcing  is 
a long-term  (greater  than  one  year)  contract  between  a customer  and  a 
vendor  in  which  the  customer  delegates  all,  or  a major  portion,  of  an 
organizational  operation  or  function  to  the  vendor.  Outsourcing  vendors 
now  provide  a variety  of  services  in  support  of  customers’  information 
systems  and  electronic  business  requirements. 

• The  vendor  can  plan,  control,  provide,  operate,  maintain  and  manage 
any  or  aU  components  of  the  customer’s  information  systems 
environment  (equipment,  networks,  applications  systems),  either  at 
the  customer’s  site  or  the  vendor’s  site. 

• Various  Internet  and  Web-related  categories  of  outsourcing  service 
have  emerged  to  include  Internet  Managed  Services  (included  in 
Infrastructure  Operations). 

• The  equipment  involved  may  be  at  the  customer,  or  vendor’s,  site  and 
may  be  owned  by  the  customer,  or  the  vendor.  In  some  markets  such 
as  the  U.S.  Federal  Government  these  options  are  described  by  the 
terms  “COCO”  (Contractor-Owned,  Contractor-Operated),  and 
“COCO”  (Government-Owned,  Contractor-Operated). 
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To  be  included  in  INPUT’S  Outsourcing  market  forecast,  the  operation,  or 
function,  must  be  either  solely  information  systems  outsourcing,  or 
include  information  systems  as  a major  component  (at  least  30%  of  the 
costs)  of  the  operation  (Business  Operations  or  Business  Process 
Operations).  Note  that  BPO  is  not  included  in  the  overall  Electronic 
Business  and  IT  Software  and  Services  market. 

The  critical  components  that  define  an  outsourcing  service  are: 

• Delegating  an  identifiable  area  of  the  operation  to  a vendor 

• Single-vendor  responsibdity  for  performing  the  delegated  function 

• Intended,  long-term  relationship  between  the  customer  and  the 
vendor,  where: 

• The  contract  term  is  for  at  least  one  year 

• The  customer’s  intent  is  not  to  perform  the  function  with  internal 
resources 

• The  contract  may  include  non-information  systems  outsourcing 
activities,  but  information  systems  outsourcing  must  be  an  integral 
part  of  the  contract. 

Business  Process  Outsourcing  is  a relationship  in  which  one  vendor  is 
responsible  for  performing  an  entire  business/operations  function 
including  the  IT  outsourcing  that  supports  it.  The  IT  outsourcing  content 
of  such  a contract  must  be  at  least  30%  of  the  total  annual  expenditure  in 
order  for  INPUT  to  include  it  in  the  BPO  market.  (N.B.:  the  IT 
operational  services  market  forecast  excludes  the  BPO  segment.) 

Information  Technology  (IT)  outsourcing  can  be  viewed  as  a component 
of  the  Business  Operations  Outsourcing  market  (i.e..  Information 
Technology  systems  Outsourcing  is  a business/  operations  function,  see 
Error!  Reference  source  not  found.).  However,  in  order  to  dehneate 
between  outsourcing  contracts  that  are  solely  IT  versus  those  that  include 
IT  as  well  as  other  functions,  IT  Outsourcing  will  be  segregated  from 
Business  Operations  Outsourcing.  Information  Technology  outsourcing  is 
divided  into  four  service  components  as  shown  in  Exhibit  1-2. 

Infrastructure  Operations  outsourcing  describes  a relationship  in 
which  a vendor  is  responsible  for  managing  and  operating  a cfient's 
computer  system/data  center  (Platform  Systems  Operations)  or 
developing  and/or  maintaining  a client's  application  as  well  as  performing 
Platform  Operations  for  those  apphcations  (Apphcations  Systems 
Operations).  Internet  Managed  Services  comprises  a complementary 
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subsector  related  to,  but  distinct  from  traditional,  mainframe-oriented 
Platform  Operations. 

Distributed  Systems  (Desktop  Services)  describes  a relationship  in 
which  a vendor  assumes  responsibility  for  the  deployment,  maintenance 
and  connectivity  of  personal  computer,  workstations,  chent/server  and 
LAN  systems  in  the  chent  organization.  In  addition,  this  market  segment 
includes  management  services  for  a wide  variety  of  portable,  wireless  and 
other  handheld  computing/telecom  devices  that  are  increasingly  Internet- 
enabled. 

To  be  considered  as  Distributed  Systems  (Desktop  Services)  outsourcing, 
a contract  must  include  a significant  number  of  the  individual  services 
listed  below. 

• Software  Product  Supply 

• Equipment  Supply 

• Equipment/Software  Installation 

• Equipment  Maintenance 

• LAN  Installation  and  Expansion 

• LAN  Management 

• Network  Interface  Management 

• Client/Server  Support 

• Logistics  Management 

• User  Support 

• Help  Desk  Functions 

• User  Training  and  Education 

Network  Management  outsourcing  is  a relationship  in  which  a vendor 
assumes  fuU  responsibility  for  operating  and  managing  the  chent's  data 
telecommunications  systems.  This  may  also  include  the  voice,  image  and 
video  telecommunications  components. 

Beginning  with  the  current  forecast  report,  this  segment  has  been  divided 
into  traditional  IT  network  management  and  Internet  Network 
Management.  While  this  sub-segment  is  expected  to  grow  rapidly  during 
the  forecast  period,  toward  the  end  of  the  period  the  distinction  between 
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the  two  segments  will  become  progressively  less  important  as  “Internet- 
enabled”  becomes  the  new  standard. 

Application  Management  is  a relationship  in  which  the  vendor  has  full 
responsibility  for  developing  and  maintaining  all  of  a software 
apphcation,  or  software  function.  Beginning  with  the  current  report,  this 
segment  has  been  divided  into  “IT  Apphcations”  and  “InternetAVeb 
Applications”  in  order  to  highhght  e-business  and  e-commerce-related 
apphcations. 

As  was  the  case  with  Network  Management,  the  InternetAVeb  segment  is 
expected  to  grow  rapidly.  However,  toward  the  end  of  the  forecast  period, 
the  distinction  will  become  less  important  as  most,  if  not  all  software 
apphcations  are  sold  and  used  in  InternetAVeb  environments. 

During  the  2000-2005  forecast  period,  INPUT  behoves  that  the 
traditional,  legacy  IT  Apphcations  segment  of  the  Apphcations  Operations 
market  wih  grow  slowly  at  a CAGE  of  11%.  The  Internet  Apphcations 
Services  stream  that  represents  software  dehvered  via  the  Internet 
directly  by  software  developers,  such  as  Oracle,  PeopleSoft  and  SAP,  wih 
grow  much  faster  at  47%.  However,  this  growth  wih  moderate  toward  the 
end  of  the  period  as  many  developers  abandon  their  direct  distribution 
channels  in  favor  of  partnering  with  ASPs — ^which  is  already  happening. 
Accordingly,  the  very  high  growth  of  the  third-party  software,  or  ASP, 
segment  will  moderate  as  the  market  matures  and  as  vendor 
consohdation  is  largely  completed. 

The  Processing  Services  market  comprises  Transaction  Processing,  Utihty 
Processing,  and  Other  Processing. 

• Transaction  Processing  - The  client  uses  vendor-provided 
information  systems — including  hardware,  software  and/or  data 
networks — at  the  vendor’s  or  customer’s  site  to  process  specific 
apphcations  and  update  chent  databases.  Required  apphcation 
software  is  typicahy  provided  by  the  vendor. 

• Utility  Processing  - The  vendor  provides  basic  software  tools 
(language  compilers,  assemblers,  DBMSs,  graphics  packages, 
mathematical  models,  scientific  hbrary  routines,  etc.),  enabling  chents 
to  develop  and/or  operate  their  own  programs  or  process  data  on  the 
vendor’s  system. 

• Other  Processing  Services  - The  vendor  provides  a service — usually 
at  the  vendor  site — such  as  scanning  and  other  data  entry  services, 
laser  printing,  computer  output  microfilm  (COM),  CD  preparation  and 
other  data  output  services.  This  category  also  includes  backup, 
contingency  and  disaster-recovery  services. 
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Exhibit  i-1 


Business  Operations  Outsourcing 


Business  Activity 


Information 

Systems 


Business 

Operations 

Outsourcing 


Information  System  Outsourcing 


Source:  INPUT 


Exhibit  i-2 


Infrastructure  Operations  Outsourcing  Service  Categories 


IT 

Outsourdng 


Systems 

Operations 

Distributed 

Services 

Network 

Management 

Application 

Management 

Infrastructure 

Services 


Application 

Operations 


Source:  INPUT 

The  above  definitions  focus  on  the  services  covered  in  the  outsourcing 
contract.  For  example,  an  Application  Operations  contract  can  include  all 
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facets  of  Information  Technology  Outsourcing  (platform  operations, 
desktop  services,  network  and  application  management). 

The  key  to  INPUT'S  market  definition  is  the  service  contract.  If  a 
customer  only  wants  to  outsource  the  network,  the  contract  would  be 
considered  network  management  outsourcing.  If  an  airhne,  for  example, 
wishes  to  outsource  its  reservation  operation,  which  includes  not  only  the 
network,  but  also  its  infrastructure,  apphcations  and  the  people  running 
the  operation,  the  agreement  would  be  considered  a Business  Operations 
Outsourcing  contract. 

Exhibit  1-3  shows  the  service  components  that  may  be  included  in  each 
outsourcing  service  category. 


Exhibit  i-3 


Outsourcing  Service  Components 


Component 

Infrastructure 

Ops 

Appl. 

Ops. 

Distribute 
d Systems 
(Desktop 
Services) 

Network 

Mgt. 

ApplMgt 

Business  Ops. 

Project/Contract  Management 

X 

X 

X 

X 

X 

X 

Data  Center  Management 

X 

X 

X 

Client/server  Operations 

X 

X 

X 

X 

Equipment  Maintenance 

X 

X 

X 

X 

System  Software  Maintenance 

X 

X 

X 

X 

X 

Application  Software  Maintenance 

X 

X 

X 

X 

Application  Development 

X 

X 

X 

LAN  Management 

X 

X 

X 

X 

Network  Management 

X 

X 

X 

Transaction  Processing  Services 

X 

X 

Other  Professional  Services 

X 

X 

X 

X 

Business  Process  Operations 

X 

Source:  INPUT 


The  largest,  most  visible  contracts  awarded  over  the  past  year  have  been 
typically  Apphcation  Operation  outsourcing  contracts  since  they  included 
management  of  the  infrastructure  (various  computing  platforms)  and  the 
support  of  legacy  applications.  In  the  past,  most  Apphcation  and  Platform 
Operation  outsourcing  contracts  included  network  management,  but 
recent  contracts  have  also  included  desktop  services. 

INPUT  excludes  from  the  outsourcing  category  the  following: 

• Project  based  services  are  not  considered  as  part  of  outsourcing.  Thus, 
systems  integration  and  apphcation  development  projects  are 
excluded 
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• Services  that  were  never  intended  to  be  performed  internally. 
Maintenance-only  services  do  not  constitute  an  outsourcing  function 
in  themselves.  However,  responsibility  for  hardware  and  software 
maintenance  is  assumed  in  most  outsourcing  contracts 

• Processing  services  contracts  of  less  than  one  year 

• Voice-only  network  management 

• Business  operations  with  minimal  information  systems  content.  For 
example,  the  outsourcing  of  the  marketing  communication  function  to 
an  outside  agency  is  not  covered  by  INPUT'S  analysis.  A function  or 
business  operation  must  at  least  have  30%  of  its  budget  attributed  to 
information  technology  to  be  included. 
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Report  Structure 

Chapter  II  consists  of  the  Executive  Summary,  which  is  a summary  of  the 
key  findings  of  the  report. 

Chapter  III  analyzes  characteristics  of  buyers  of  outsourcing  services  in 
both  the  federal  and  commercial  markets. 

Chapter  IV  analyzes  barriers  to  entry  for  outsourcing  vendors  that  are 
attempting  to  enter  a new  market,  in  particular,  the  U.S.  commercial 
market. 

Chapter  V provides  a discussion  of  market  trends  and  drivers  that  are 
affecting  growth  by  segment  and  by  industry  in  the  U.S.  IT  outsourcing 
market. 

Chapter  VI  provides  an  analysis  of  twenty  representative  IT  outsourcing 
vendors  that  are  active  in  both  the  federal  and  commercial  markets, 
comparing  identifiable  differences  in  their  respective  financial 
performance. 

The  Appendix  includes: 

• Copies  of  the  Vendor  and  User  survey  questionnaires; 

• An  excerpt  from  INPUT’S  handbook  of  terms  and  definitions  for 
reference; 

• A summary  of  recent  events  and  background  regarding  the  vendors 
analyzed  in  Chapter  VI. 

• A summary  excerpt  of  INPUT’S  market  forecast  for  the  U.S. 
operational  services  market  during  the  period  2000-2005  for  reference. 
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Related  Reports 

Operational  Services  Market  Forecast,  U.S.  2000-2005 
Outsourcing  Vendor  Performance  Analysis  U.S.-  2000 
IT  Services  Contract  Activity  Summary  - 3Q  2000 
IT  Services  Contract  Activity  Summary,  2Q  2000 
IT  Services  Contract  Activity  Summary  - IQ  2000 
The  New  Electronic  Business  Services  Industry,  U.S. 
Leading  Electronic  Business  Vendors 
Evaluation  of  Business  Process  Outsourcing,  U.S.  1999 
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Executive  Summary 


A 

Why  Move  into  Commercial  Outsourcing? 

While  commercial  IT  outsourcers  as  a group  show  no  clear-cut  trends 

toward  higher  profitability  than  federal  outsourcers  or  non-outsourcers, 

nevertheless,  there  are  compelling  advantages  to  being  active  in  this 

market,  including: 

• The  IT  outsourcing  and  IT-related  BPO  markets  are  poised  for  faster 
growth  than  most  other  IT  market  segments. 

• The  commercial  IT  market  is  growing  at  a faster  rate  than  the  federal 
market;  some  segments  are  growing  dramatically  faster  (as  shown  in 

Error!  Reference  source  not  found.). 

• The  expertise  and  experience  gained  in  the  commercial  market  will 
enhance  success  in  federal  market,  which  prizes  commercial  best- 
practices. 

• Commerical  market  work  facihtates  attracting  and  retaining  top  IT 
skiUs  because  it  provides  exposure  to  more  challenging  and  varied 
types  of  work  (of  at  least  such  is  the  perception). 

• The  most  profitable  IT  vendors  are  diversifying  their  sources  of 
revenue  by  being  active  in  as  many  markets  as  possible. 

• Estabhshing  long-term  relationships  with  commercial  companies 
facilitates  expansion  outside  of  the  U.S.  by  following  chent  activities 
abroad. 

• Expanding  the  number  and  diversity  of  chents  in  itself  promotes 
greater  efficiency  in  the  use  of  resources. 
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• Finally,  as  an  executive  at  Getronics  remarked,  “Seat  management  (or 
outsourcing  in  general)  is  like  getting  the  camel’s  nose  under  the  tent.” 
There  was  a consensus  among  survey  respondents  that  participation 
in  the  outsourcing  market  served  as  an  excellent  means  of  learning 
about  customer  needs  as  a prelude  to  bidding  on  incremental,  more 
profitable,  non-outsourcing  work  in  the  future. 


1.  Barriers  to  Entry 

Despairing  that  “the  commercial  world  is  vast,”  at  the  same  time,  vendors 
admitted  that  there  is  httle  evidence  of  any  significant  bias  against  IT 
vendors  that  have  primarily,  or  exclusively,  federal  experience. 

However,  vendors  and  commercial  chents  alike  are  skeptical  about  the 
very  concept  of  industry-neutral,  vertical  apphcations,  such  as  HR, 
accounting  and  CRM.  Commercial  customers  prefer  vendors  able  to 
demonstrate  expertise  in  their  particular  industries. 

Also,  entering  a new  market  without  established  partnering  relationships 
is  very  difficult.  Generally,  effective  vendor  partnering  was  cited 
frequently  as  an  excellent  means  of  entering  a new  market  and 
overcoming  otherwise  insurmountable  barriers.  Once  “in,”  this  work  as  a 
sub  can  be  used  as  reference  work  to  gain  new  work  in  the  same  industry 
as  a prime. 

Abihty  to  obtain  and  keep  good  partner  relationships  depends  on  vendors 
understanding  accurately  what  their  core  competencies  really  were. 

There  is  a consensus  that  partnering  with  larger,  prime  vendors  is  one 
key  means  by  which  to  gain  this  needed  industry  experience. 

At  the  same,  ability  to  select  and  negotiate  these  partnership  agreements 
is  critically  important.  There  is  always  a certain  level  of  competitive 
tension  today  among  partners  that  are  likely  to  be  adversaries  and 
competitors  tomorrow. 

Top -tier  IT  vendors  are  highly  vulnerable  to  price  competition.  Vendors 
able  to  offer  convincingly  attractive  service  packages  at  substantially 
lower  cost  will  always  find  commercial  takers.  Even  the  most  satisfied 
users  are  ready  to  hsten  to  such  offers. 

Overall,  INPUT  has  documented  significant  erosion  in  vendor  loyalty 
among  commercial  customers  for  IT  outsourcing  over  recent  years.  This 
means  that  a growing  number  is  receptive  to  switching  vendors,  which 
reduced  they  value  of  incumbency  and  provides  opportunity  to  new 
market  entrants. 
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Partly  for  this  reason,  selecting  prospective  commercial  customers 
according  to  revenue  size  is  less  likely  to  succeed  than  targeting  specific 
types  of  industry-specific  outsourcing  work  that  can  be  offered  at  lower 
cost — even  to  the  largest  organizations. 

While  sales  in  both  federal  and  commercial  markets  benefit  from  having 
good  inside  contacts,  this  appears  to  be  more  of  a factor  in  the  federal 
market — despite  efforts  to  make  the  procurement  process  transparent 
and  efficient. 

Prospective  commercial  customers  value  inside  referrals,  but  they  are 
obligated  to  put  their  highest  priority  on  cost  and  performance — ^which  is 
often  hnked  to  demonstrated  industry  expertise. 

Larger  vendors,  such  as  EDS,  are  positioning  themselves  to  be  long-term, 
strategic  advisors  to  customer  managements  rather  than  suppHers  of 
short-term  IT  solutions.  For  many,  this  is  clearly  the  direction  of  the 
commercial  market. 

Significantly,  users  concur,  but  show  some  growing  resistance  to 
depending  too  heavily  on  vendors  for  such  guidance  from  fingering  fear  of 
conflicts  of  interest,  or  inability  to  really  understand  their  industry- 
specific  problems. 

Federal  vendors  attempting  to  enter  the  commercial  market  may  be 
unprepared  for  “cut-throat”  nature  of  commercial  competition,”  cited  by 
one  survey  respondent. 

• In  his  opinion,  federal  market  salesmen  are  more  collegial  and  adopt 
easily  a cooperative  stance  among  each  other. 

• In  contrast,  commercial  vendors  have  no  need  to  deal  with  GSA 
schedules,  or  similar  bureaucratic  obstacles. 

• Also,  salary  levels  commanded  by  commercial  sales  staff  are  much 
higher  than  those  applicable  to  the  federal  sales  staff.  For  example, 
while  salesmen  work  in  the  federal  market  for  $75,000,  their 
counterparts  in  the  commercial  market  are  earning  $200-300,000 
annually  in  commission  income. 

□ Overall,  vendors  believe  that  moving  from  the  federal  to  the 

commercial  market  requires  forming  and  fielding  an  entirely  new 
sales  team.  A few  dissenters,  such  as  ACS,  believe  that  there  is 
merit  in  regular  collaboration  between  the  teams — to  the  point  of 
bringing  commercial  clients  to  see  work  underway  in  the  federal 
market.  However,  most  vendors  insist  that  this  constitutes  one  of 
the  most  significant  barriers  to  be  overcome.  > 
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2.  Profitability 

Many  vendors,  such  as  Litton/PRC,  believe  that  low-margin  seat 
management  (or  distributed  services)  outsourcing  is  an  excellent  way  to 
get  a “foot  in  the  door”  for  more  profitable  business,  such  as  network 
management.  Overall,  vendors  stress  that  the  more  customer  work  can  be 
done  remotely,  the  more  profitable  it  will  be. 

There  is  a consensus  among  both  customers  and  vendors  that  customer 
cost  and  vendor  profitability  can  be  ranked  as  follows  by  IT  function  from 
most  profitable  to  least  profitable: 

1.  Consulting 

2.  BPO 

3.  Systems  integration 

4.  Network  services 

5.  Application  management  and  services  (including  development) 

6.  Infrastructure  services 

7.  Distributed  services  (desktop  and  seat  management) 

8.  Staffing  and  facibties  management 

9.  Processing  services 

• By  definition,  only  the  middle  four  segments  qualify  as  IT  outsourcing. 
Nevertheless,  most  vendors  aspire  to  be  active  in  those  markets 
because  they  lead  the  way  to  the  more  profitable  segments  and  can  be 
structured  so  as  to  include  the  segments  that  are  less  profitable  on  a 
stand-alone  basis. 

• For  some  vendors,  “the  critical  key  to  profitability  is  not  the  size  of  the 
margin  associated  with  a given  contract,  but  the  way  in  which  the 
contract  is  managed  and  strategized,  i.e.,  how  this  contract/business 
fits  into  a comprehensive  sales/marketing  plan.” 

• Expect  break-even  1-2  years  into  a contract  assuming  a seven-year 
term.  Outsourcing  is  typically  low-margin  in  the  early  years. 

3.  Comparative  Attractiveness  of  Federal  and  Commercial  IT 
Outsourcing  Markets 

Vendors  not  active  in  the  federal  market  were  generally  repelled  by  what 
they  perceived  to  be  excessive  bureaucracy,  the  slow  pace  of  change  and 
the  long  sales  cycle.  Also,  the  federal  market  was  perceived  to  be  less 
profitable  than  the  commercial  market — ^with  lower  growth  potential. 
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Other  vendors  avoided  the  federal  market  because  they  didn’t  believe  that 
there  was  demand  there  for  the  type  of  products  and  services  that  they 
offered. 

In  contrast,  many  of  the  vendors  that  were  already  active  and  experienced 
in  the  federal  market  saw  attractive  potential  in  seat  management, 
network  services,  security  and  other  outsourcing  market  segments. 

• For  example.  Fed  Data  sees  excellent  potential  for  new  business 
desktop  management  business  (task  orders)  from  the  DoD,  Army  and 
Air  Force.  These  agencies  are  now  trying  to  follow  the  example  of  the 
Navy’s  NMCI  contract.  While  they  don’t  anticipate  any  dramatic  new 
budget  allocations,  the  DoD  appears  increasingly  wilhng  to  change 
existing  budget  allocations  in  order  to  roll  up  GSA  task  orders  and 
other  BPA  contracts  in  to  evermore  comprehensive  “bundled”  large 
contracts  for  a wider  range  of  work.  In  this  context,  the  respondent 
corroborated  opinions  expressed  by  other  vendors  to  the  effect  that  the 
federal  government’s  entire  IT  infrastructure  would  be  virtually 
obsolete  in  less  than  five  years.  This  reahty,  along  with  the  skills 
shortage,  budget  restrictions  and  pending  retirements,  would  make  IT 
outsourcing  unavoidable. 

• Raytheon  sees  the  intelligence  agencies  (partly  for  this  reason)  as 
particularly  fertile  grounds  for  new  business. 

• In  addition,  vendors  beheve  that  many  skills  are  transferable  between 
the  federal  and  commercial  markets — ^which  argues  in  favor  of 
participating  in  both.  These  skills  include:  program  management, 
ability  to  deal  in  complex  issues,  apphcation  of  externally  documented 
technical  expertise,  whether  from  Carnegie  Mellon  or  the  Software 
Institute. 

• A few  vendors,  such  as  Lockheed  Martin,  beheved  that  “the 
government  is  a better  buyer  than  commercial  market  buyers  of  IT 
outsourcing  services.”  Reason: 

□ The  government  knows  how  to  deal  with  outsourcing  services  and 
has  senior  executive  IT  managers. 

□ In  the  commercial  market,  outsourcing  project  haison  is  often 
handed  over  to  junior  IT  staff. 
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4.  Vertical  Industries  with  the  Greatest  Potential  for  Growth  of 
IT  Outsourcing 

Vendors  as  a group  are  most  sanguine  about  telecom,  financial  services, 
manufacturing  and  retail  as  the  industry  sectors  with  the  best  potential 
for  growth  of  new  outsourcing  business.  As  an  example,  Convergys 
derives  80%  of  its  revenue  from  the  telecom  sector;  Bisys  and  Fiserv  are 
similarly  heavy  the  financial  services  sector. 

Some  vendors,  such  as  EDS  and  Perot  Systems,  are  very  buUish  on  the 
prospects  for  the  health  care,  transportation  and  energy  sectors  (including 
utilities).  EDS  targets  the  “emerging”  transportation  sector  of  car  rental 
and  airfreight. 

A few  vendors,  such  s Keane,  singled  out  the  pubhc  sector  (state  & local) 
as  having  outstanding  growth  opportunities. 

While  there  was  understood  to  be  httle  difference  between  verticals  from 
a technology  point  of  view,  vendors  and  customers  both  stressed  the 
importance  of  industry-specific  expertise  that  permitted  vendors  to 
understand  the  business  problems  of  customers. 

Some  vendors,  such  as  Lockheed  Martin,  avoid  specialization  around 
particular  vertical  industries;  others  view  this  as  both  required  and 
inevitable. 

5.  Direction  of  Customer  Demand 

Almost  without  exception,  vendors  believe  that  the  outsourcing  market  is 
moving  “upstream”  toward  more  comprehensive,  bundled  solutions 
because  customers  want  to  simphfy  and  streamline  their  operations  by 
offloading  as  many  management  burdens  as  they  can  relate  to  IT. 

Vendors  had  mixed  opinions  regarding  the  attractiveness  of  non-IT- 
oriented  facilities  management.  Some  thought  it  too  low-margin  to  be 
attractive;  others  saw  it  as  growing  more  rapidly  than  IT  outsourcing  and, 
therefore,  too  big  to  avoid,  even  if  more  difficult  to  work  in  profitably. 

6.  Cost  of  Capital  as  an  Obstacle 

No  vendor  survey  respondent  beheve  that  either  cost  or  availabihty  of 
capital  has  been  (or  should  be)  a barrier  to  growth  of  IT  outsourcing 
business.  Reasons:  some  vendors  have  very  deep  pockets  and  respondents 
couldn’t  recall  every  being  told  that  capital  wasn’t  available;  others 
insisted  that  capital  requirements  could  easily  be  covered  by  using  leasing 
companies  as  partners. 


CYNDC1 


© 2000  by  INPUT.  Reproduction  Prohibited. 


17 


A Special  Analysis  of  the  U.S.  Commercial  IT  Outsourcing  Market 


INPUT 


Dissidents,  such  as  SAIC,  insisted  that  the  use  of  leasing  imposed  a cost 
burden  on  customers  that  few  would  find  acceptable.  Beyond  that,  most 
vendors  believed  that  availability  of  capital  was  only  an  issue  with  data 
center  outsourcing — and  few  of  them  found  this  to  be  an  attractive  market 
for  a variety  of  reasons. 

A few  vendors  cited  problems  of  increased  tax  burdens  that  arose  when 
federal  agencies  transferred  assets  to  commercial  vendors  (government 
agencies  are  not  subject  to  property  tax  while  private  organizations  are). 

For  their  part,  customers  generally  prefer  to  obviate  risks  of  hardware 
obsolescence,  network  management  burdens  and  the  skills  shortage  by 
buying  IT  services  (software,  hardware  and  management  services)  by  the 
“sip”  on  an  as-needed  basis. 

7.  Changes  at  Work  in  the  IT  Outsourcing  Market  Today 

The  ASP  model  may  be  the  “outsourcing  fight”  and  attractive  to 
customers,  but  few,  if  any,  pure  ASP  vendors  are  profitable.  Vendors 
should  consider  ASP  (remotely  delivered  applications)  as  only  part  of  a 
comprehensive  solution  or  customer  relationship. 

A Keane  survey  respondent  went  further,  insisting  that  “the  ASP  model 
has  faded — at  least  insofar  as  having  an  appeal  for  Keane’s  target  market 
of  Global  2000  organizations.  They  require  significant  amounts  of 
customization,  cannot  use  “plain  Vanilla”  applications.  Therefore,  ASPs 
cannot  serve  their  needs  cost-effectively.” 

Customers  are  outgrowing  their  IT  infrastructures  and  use  outsourcing  as 
a solution  to  their  scalabdity  problems. 

Cost-savings  remain  important,  but  they  are  not  paramount  in 
importance  (partly  because  of  the  difficulty  in  measuring  them). 

Customers  are  using  outsourcing  consultants  with  increasing  frequency. 
Some  vendors  saw  the  move  as  very  positive  and  reflecting  a growing 
sophistication  of  vendor/cfient  relationships.  Others  were  skeptical  that 
consultants,  who  are  paid  on  a T&M  basis,  could  easily  abuse  vendors  by 
running  up  their  costs  as  a means  of  currying  favor  with  customers  (as 
well  as  higher  fees).  Many  survey  respondents  urged  caution  in  regard  to 
the  use  of  consultants.  Consultant  costs  can  run  up  to  5%  of  total  contract 
value  and  be  paid  both  by  vendors  and  customers. 

Overall,  vendors  see  the  outsourcing  market  as  moving  strongly  in  the 
direction  of  BPO  contracts,  in  which  IT  plays  only  a limited  role. 

However,  one  survey  respondent  was  skeptical,  saying: 
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• “At  the  same  time,  vendors  should  be  aware  that  the  opportunity  is 
greater  than  the  reality. 

• Chents  continue  to  be  reluctant  to  hand  over  to  vendors  too  much  of 
what  they  perceive  to  be  “control”  over  their  core  business  processes, 
so  fulfilhng  the  market’s  potential  remains  a hard  sell. 

• Also,  never  forget  that  there  is  always  internal  resistance  to  BPO. 
Incumbent  employees  always  fear  that  headcount  reductions  will 
inevitably  foUow  any  BPO  contract,  if  not  all  outsourcing.” 

8.  Methodology  for  Contract  Bidding 

Few  vendors  admit  to  having  any  “black  box”  comprising  sophisticated 
computer  models  used  either  to  prepare  outsourcing  contract  bids,  or 
compute  contract  profitability  on  an  on-going  basis.  Of,  if  they  did  have 
such  a box,  they  weren’t  willing  to  provide  any  details. 

Overall,  vendors  stress  the  importance  of  approaching  outsourcing  with  a 
repeatable  disciphne  the  sales  and  bid  preparation  process  all  the  way 
through  the  project  management  cycle,  including  the  development  and 
implementation  of  technical  solutions. 

Use  of  Total  Cost  of  Ownership  studies  as  part  of  the  sales  and  bid 
process  is  becoming  more  common.  However,  care  should  be  taken  that 
these  are  prepared  by  independent,  third-parties  in  order  to  maintain 
credibility. 

Some  vendors,  such  as  Getronics,  admitted  that  it  was  common  for 
vendors  to  “take  hits”  for  unexpected  costs  and  that  this  was  unavoidable 
as  conditions  changed  unpredictably. 

9.  Sales  and  Marketing  Costs 

There  is  a general  perception  that  sales  and  marketing  costs  are  higher  in 
the  commercial  market,  even  though  in  some  cases,  very  lengthy  federal 
bids  can  cost  milhons  of  dollars. 

Some  vendors,  such  as  CSC,  use  a “pursuit  model”  that  caps  permissible 
sales  and  marketing  costs  as  a percentage  of  total  contract  value — 
typically  5-10%. 

While  in  the  minority.  Fed  Data  reports  marketing  costs  of  up  to  20%  of 
the  total  cost  of  doing  business,  with  10-15%  being  considered  “normal”  in 
the  federal  market  and  6-9%  in  the  commercial  market. 
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Lockheed  Martin  believes  that  costs  are  lower  with  commercial 
outsourcing  deals  because  the  federal  procurement  process  can  be  quite 
lengthy:  “As  an  example,  a $750  milhon  federal  market  deal  took  three 
years  to  negotiate  and  cost  LM  milhons  in  expense.  In  contrast,  a 
commercial  deal  valued  at  $350  million  required  only  12  PowerPoint 
slides  to  close  the  sale.”  In  fact,  vendors  often  believe  that  which  side  of 
the  market  that  they  are  active  in — federal  versus  commercial — costs  on 
the  other  side  are  lower. 

10.  Staff  Transfers  Resulting  from  Outsourcing  Activity 

No  vendor  believes  that  inabdity  to  absorb  customer  staff  as  part  of  an 
outsourcing  contract  has  caused  problems.  However,  they  stress  the 
importance  of  being  able  to  attract,  employ  and  retain  staff. 

One  key  to  success  is  having  an  organizational  structure  that  offers  newly 
acquired  staff  ample  opportunity  for  advancement.  In  particular,  a matrix 
organizational  structure  whereby  staff  can  move  freely  among  projects 
and  industries  is  considered  advantageous — if  well  executed. 

11.  Union  Policy 

No  vendor  beheves  unions  to  constitute  an  obstacle  to  new  outsourcing 
business.  However,  some  beheve  that  forging  good  relations  with  unions 
can  be  highly  advantageous. 

Most  vendors  beheve  that  unions  whl  be  “marginal  players”  in  the  IT 
industry  for  the  foreseeable  future. 

12.  Changes  in  Customer  Attitudes 

In  the  federal  market,  pricing  caps  are  an  increasingly  effective  barrier  to 
new  business.  Vendors  complain  that  bids  more  than  5%  higher  than  that 
of  a competitor  are  rejected  immediately. 

Today,  time-to-market  issues  are  more  important  than  ever.  Vendors 
need  to  good,  cheap  AND  fast. 

Service  levels  and  business  value  have  top  priority  among  customers 
today. 

Neither  vendors  nor  customers  want  to  form  their  business  partner 
relationships  based  on  size  of  revenues.  The  key  criterion  is  trust  and  the 
nature  of  core  competencies. 
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Outlook  for  the  U.S.  Outsourcing  Market 

1.  U.S.  Outsourcing  Market  to  Average  22%  Annual  Growth  Until 
2005 

input’s  overall  forecast  for  the  U.S.  outsourcing  market,  including 
Business  Process  Operations,  is  shown  in  Exhibit  II-lExhibit  II- 1. 


Exhibit  11-1 
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The  U.S.  market  for  operational  services  is  sphtting  along  two  tracks — 
traditional,  legacy  services  and  Internet-centric  services.  In  last  year’s 
outsourcing  market  forecast,  INPUT  included  “Internet/intranet 
management”  as  a single,  functional  segment.  This  year,  virtually  every 
functional  segment  has  been  split  and  forecasts  provided  for  each 
separately. 

Although  the  year-over-year  growth  of  the  Internet-centric  segments  is 
forecast  to  remain  high  over  the  next  few  years,  before  the  end  of  the 
forecast  period  a convergence  will  begin  that  signals  the  effective 
disappearance  of  a non-Internet-enabled  legacy  IT  infrastructure.  At  that 
point,  the  Internet  wdl  be  so  thoroughly  integrated  into  business 
processes  and  operations  that  all  operational  services  will  take  it  into 
account. 

Accordingly,  the  dechne  in  mainframe  platform  operations  services  that 
would  otherwise  have  been  expected  will  reverse  itself  as  the  demands  of 
e-commerce  and  the  requirements  for  massive  data  storage  for  e-business 
give  mainframes  new  importance. 
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Currently,  applications  services  are  separated  into  three  streams; 

1.  Those  required  by  traditional  enterprises  for  their  own  Hcensed 
software  (or  customized  software  to  be  purchased  on  a hcense  basis) 

2.  Apphcations  purchased  on  an  outsourced  basis  directly  from  software 
developers 

3.  Apphcations  provided  to  value-added  resellers  (Apphcation  Service 
Providers)  of  various  types  that  make  them  available  on  a pay-as-you- 
go  basis 

The  last  two  market  segments  will  grow  rapidly  over  the  next  few  years, 
but  before  the  end  of  the  forecast  period  INPUT  foresees  much  of  today’s 
business  in  this  market  faUing  into  the  Business  Process  Operations  and 
Processing  Services  categories. 

They  key  criterion  wiU  be  the  extent  and  nature  of  the  responsibility 
assumed  by  vendors  for  their  customers. 

Similarly  to  the  outsourcing  market,  the  fastest-growing  segments  of  the 
processing  services  will  be  Internet-centric  ones.  Yet,  before  the  end  of  the 
forecast  period,  they  will  begin  to  converge  with  the  heretofore  designated 
“legacy,”  or  traditional  segments  of  the  market  as  the  Internet  is  used 
ever  more  widely  and  as  the  transformation  of  enterprises  to  e-business 
(and  e-government)  continues.  Eventually,  the  distinction  between  the 
two  streams  (Internet-centric  and  legacy)  will  lose  relevance. 
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Exhibit  II-2  forecasts  in  summary  the  U.S.  Operational  Services  market 
by  dehvery  mode  over  the  period  2000-2005. 


Exhibit  li-2 


U.S.  Operational  Services  Market  Summary,  2000-2005 
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2.  Commercial  versus  Federal  Market  Growth 

Exhibit  11-3  portrays  the  comparative,  projected  growth  rates  of  various 
components  of  the  U.S.  outsourcing  market  by  relative  attractiveness. 

While  small,  INPUT  projects  superior  growth  for  the  State  & Local 
Government  market  (38%)  and  much  slower  growth  (13%)  for  the 
Transaction  Services  (or  transaction  processing)  market.  Nevertheless, 
the  difference  between  the  relative  sizes  of  these  markets  today  is  great. 
Overall,  the  mature  Processing  Services  market  at  $54  billion  is  32  times 
larger  than  the  emerging  State  & Local  market  at  $1.7  biUion,  based  on 
projected,  year-end  2001  projections. 
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Exhibit  11-3 


Comparative  U.S.  IT  Outsourcing  Markets, 
Projected  Compound  Average  Growth  Rates,  2000-2005 


Source:  INPUT 
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Characteristics  of  Buyers  of 
Outsourcing  Services 


A 

Federal 


Vendor  participants  in  INPUT’S  survey  undertaken  for  this  report  had 
some  very  sharp  impressions  of  the  characteristics  of  the  federal  market 
customer.  From  the  point  of  view  of  IT  outsourcers,  they  had  a number  of 
positive  characteristics,  including; 

• The  government’s  concept  of  seat  management  is  evolving  and 
becoming  increasingly  comprehensive.  Eventually,  it  will  become 
something  like  BPO  in  the  commercial  market.  This  process  will  take 
4-5  years.  At  present,  they  are  putting  out  to  bid  increasingly 
extensive  pieces  of  work. 

• Management  considers  the  pubhc  sector  (including  federal)  market 
unattractive  because  of  excessive  bureaucracy  and  the  slow  pace  of 
change.  AppHcast  wants  to  work  with  customers  that  are  ready  to 
transform  themselves,  and  quickly.  Applicast  management  perceives 
the  pubhc  market  as  lacking  in  opportunity  to  achieve  innovative 
implementations  in  a short  timeframe.  Conversely,  it  is  seeking  to 
build  a chent  base  among  fast-growing,  innovative  commercial 
companies.  It  would  rather  expand  into  complementary  vertical 
industries. 

• Convergys  doesn’t  believe  there  is  a place  for  it  in  the  federal  market 
because  it  speciahzes  in  mission-critical  apphcations.  Its  customers 
prefer  its  solutions  because  they  are  field-tested.  Respondent  doesn’t 
beheve  that  the  kind  of  work  that  the  company  does  has  a wide 
apphcation  in  the  federal  market,  except  perhaps  at  the  IRS.  In  his 
view,  “the  federal  market  is  a world  unto  itself.” 


CYNDC1 


© 2000  by  INPUT.  Reproduction  Prohibited. 


25 


A Special  Analysis  of  the  U.S.  Commercial  IT  Outsourcing  Market 


INPUT 


. The  DoD,  among  other  agencies,  appears  increasingly  willing  to 
change  existing  budget  allocations  in  order  to  roll  up  GSA  task  orders 
and  other  BPA  contracts  in  to  evermore  comprehensive  “bundled” 
large  contracts  for  a wider  range  of  work. 

....as  weU  as  some  that  made  the  federal  market  significantly 

unattractive,  including: 

• For  some  federal  customers,  seat  management  contracts  are  used  as  a 
back  door  vehicle  to  buy  hardware  when  they  can’t  access  a capital 
expenditure  budget.  HW  purchases  are  built  into  the  seat 
management  contract  under  the  guise  of  periodic  equipment  “refresh” 
and  using  existing  GSA  schedules. 

• Federal  budget  pohtics  often  requires  agencies  to  spend  money  on  a 
time  & materials  basis  even  when  this  is  contrary  to  the  best  interest 
of  both  the  government  and  the  taxpayer. 

• Even  if  there  is  a great  deal  of  similarity  between  the  business 
processes  of  government  agencies  and  commercial  businesses,  vendors 
can  trip  on  unforeseen  differences  in  approach.  For  example,  Getronics 
prepared  TCO  studies  for  its  seat  management  solution  (a  common 
practice  on  the  commercial  side)  only  to  be  told  that  they  violated  FAR 
9.5,  which  prohibits  vendor  conflicts  of  interest.  (Solution:  these  need 
to  be  prepared  by  a third-party,  not  the  vendor  directly — especially  if 
based  on  privileged  information  that  is  available  only  to  qualified 
federal  contractors). 

• One  obstacle  to  federal  business  that  was  cited  by  numerous  vendors 
in  the  federal  market  was  the  anti-outsourcing  lobby.  Respondents 
believed  strongly  that  union-led  efforts  to  kdl  federal  outsourcing 
would  lead  to  disaster.  The  A-76  machinery  in  place  that  attempts  to 
verify  the  cost-effectiveness  of  outsourcing  is  not  working  well  because 
of  the  many  difficulties  in  the  way  of  computing  federal  costs. 
“Savings”  can  be  deceptive,  primarily  because  they  ignore  the  need  for 
technology  “refresh.”  The  desire  of  federal  employees  to  assure  their 
job  security  is  understandable,  but  doomed.  The  skills  shortage  will 
grow  ever  more  acute.  Also,  the  federal  “customer”  is  incapable  of 
foreseeing  technological  advances.  The  slow  procurement  cycle 
ensures  that  almost  whatever  is  purchased  will  be  obsolete,  or  almost 
obsolete  by  the  time  it  is  implemented. 

• The  federal  skills  shortage  will  worsen — which  also  exacerbates  the 
abihty  of  federal  market  vendors  to  serve  the  federal  customer. 
Vendors  ask  why  young  techies  would  want  to  work  for  the 
government,  “when  they  typically  have  more  computing  power  on 
their  wrist  watches,  or  in  their  PDAs  than  they  can  find  on  many 
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agency  desktops.”  In  their  view,  techies  will  be  attracted  to  work 
environments  were  they  can  use  cutting-edge  technology. 

• “Currently,  Perot  Systems  does  not  compete  for  Federal  contracts. 
This  should  provide  the  strongest  answer  of  the  burden  in  pursuing 
that  business.” 

Overall,  vendors  complain  about  the  extended  sales  cycle  and  potentially 
high  bid  preparation  costs  imposed  by  efforts  to  do  business  in  the  federal 
market. 

While  some  executives  praise  federal  buyers  as  sophisticated  and 
demanding,  a larger  number  lament  the  bureaucracy  of  the  decision- 
making process,  and  the  hmited  scope  of  IT  outsourcing  to  be  done — at 
least  in  comparison  with  national  and  global  commercial  markets. 
Finally,  although  they  are  impressed  by  the  size  of  some  federal  contracts, 
they  are  underwhelmed  by  the  profit  margins  available  AND  by  the 
scrutiny  that  margins  attract. 

Because  DynCorp  has  been  active  in  the  federal  market  and  his  famihar 
with  it  on  a direct  basis,  it  is  more  important  to  understand 
characteristics  of  commercial  buyers,  as  follows. 
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If  federal  buyers  are  difficult,  commercial  buyers  are  skeptical. 

At  the  same  time,  there  are  numerous  signs  that  point  to  a significant 
slowdown  in  spending — partly  a result  of  macroeconomic  factors  and 
partly  as  resistance  to  vendor  efforts  to  sell  them  technology  that  they 
don’t  need. 

A recent  study  by  securities  broker  Merrill  Lynch  surveyed  50  U.S.  and 
20  European  CIOs  and  concluded  that  IT  budget  growth  in  the  U.S.  could 
slow  by  more  than  half  to  about  5%  in  2001  compared  with  about  11% 
growth  in  2000  (compared  to  INPUT’S  forecast  of  19%  growth).  Almost 
one-third  of  respondents  said  they  had  not  factored  a slowing  economy 
into  their  budgets,  and  22%  had  yet  to  complete  their  budgets  for  2001. 

• Microsoft's  Windows  2000  operating  system  was  top  of  the  fist  of  IT 
products  that  would  be  purchased  this  year.  Microsoft  warned  last 
month  it  faced  slower  revenue  growth  because  of  PC  market  woes  and 
softness  in  IT  spending. 

• Network  equipment,  data  storage  systems  and  servers  and  PCs  were 
also  high  on  the  fist  of  IT  budget  spending. 

1.  Commercial  Buyer  IT  Budgets 

A December  2000  survey  of  150  CIOs  conducted  by  Morgan  Stanley  Dean 
Witter  suggested  that  corporate  IT  budgets  should  rise  at  a more  modest 
rate  in  2001  than  they  did  in  2000. 

• CIOs  surveyed  said  their  companies  plan  to  increase  IT  spending  by 
an  average  of  just  8%  in  2001  compared  to  an  average  budget  increase 
of  12%  in  2000. 

• Fully  16%  of  the  respondents  said  their  IT  investments  will  actually 
decrease  from  2000  to  2001. 

...however,  in  some  cases,  the  reasons  were  quite  positive. 

For  example,  Ed  Tobin,  CIO  at  Colgate-Palmohve  Co.  in  New  York,  said 
that  he's  cutting  his  technology  budget  this  year,  mainly  as  a result  of  the 
efficiency  of  recently  installed  enterprise  apphcation  integration  systems. 

Jack  Cooper,  CIO  at  Bristol-Myers  Squibb  Co.  in  New  York  reported  that 
his  IT  spending  will  remain  level  only  because  his  company  installed 
Y2K-comphant  software  in  1999.  Bristol-Myers  installed  SAP  AG's  R/3 
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enterprise  resource  planning  software  and  Ariba  e-commerce  applications, 
which  saved  a lot  of  money.  Cooper  said  that  technology  initiatives  in 
2001  will  focus  on  productivity  issues,  including  supply-chain 
management  and  business-to-business  e-commerce.  He  added  that  his 
shop  is  also  planning  to  equip  the  Bristol-Myers  sales  and  marketing  force 
with  more  laptops  and  wireless  communications  devices  and  to  implement 
video  streaming. 

2.  Buyer  Skepticism 

Macroeconomic  concerns  have  left  many  corporate  leaders  wary  of 
overspending  on  IT,  Phillips  added.  In  fact,  12%  of  the  CIOs  who 
responded  to  the  survey  reported  that  they  recently  downsized  their  IT 
budgets  because  of  the  slowing  economy.  Tom  Mdlikin,  a spokesman  for 
Procter  & Gamble  Co.  in  Cincinnati,  said  the  company's  IT  budget  has 
been  growing  moderately  but  is  expected  to  change  dramatically  in  2001. 
Expenditures  for  infrastructure,  for  example,  will  level  off  or  dechne, 
while  spending  on  Web-based  apphcations  wdl  increase.  He  added  that, 
"Also,  most  organizations  have  an  insatiable  appetite  for  bandwidth,  and 
we're  no  different.  We'll  continue  to  invest  in  bandwidth  around  the 
world." 

Data  from  a variety  of  sources  regarding  commercial  user  bu3dng 
intentions  suggest  that  they  remain  very  much  interested  in  e-business, 
e-commerce  and  electronic  marketplaces,  along  with  wireless  “m- 
commerce,”  they  are  afraid  of  making  commitments  in  advance  of 
industry  standards  and  indications  of  strong  customer  demand. 

A recent  survey  conducted  by  the  trade  pubhcation  INFOWorld  to 
measure  commercial  user  attitudes  toward  IT  outsourcing  yielded  many 
confirmations  from  100  respondents  of  prior  INPUT  surveys,  along  with  a 
few  surprises. 

Preliminary  conclusions  by  INFOWorld  were  as  follows: 

• Most  companies  currently  outsource  one  or  more  IT  functions;  they 
are  satisfied  with  the  results,  and  they  will  continue  to  outsource  IT 
responsibdities  in  the  future. 

• Companies  are  outsourcing  not  just  a chosen  few  IT  functions,  but  the 
whole  gamut.  In  addition  to  apphcation  development,  software 
maintenance,  and  Web  site  hosting,  companies  are  putting  e- 
commerce  apphcations,  ERP  (enterprise  resource  planning),  network 
management,  help  desk  services,  and  even  security  in  the  hands  of 
service  providers. 
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. Among  the  dozen,  or  so,  IT  functions  that  survey  respondents' 
companies  would  consider  outsourcing,  only  help  desk  and  ERP 
services  showed  signs  of  increasing  popularity.  Although  10%  and  12% 
of  surveyed  readers  are  currently  outsourcing  help  desk  and  ERP 
services,  respectively,  nearly  twice  as  many  would  consider 
outsourcing  them  in  the  future. 

• Taken  as  a whole,  respondents  indicated  that  they  wouldn't  outsource 
anything  tomorrow  that  they  weren't  already  outsourcing  today. 

. Nor  do  they  expect  to  increase  spending  on  outsourcing  in  the  near 
term.  Although  nearly  one-third  of  respondents  didn't  know  how  much 
their  companies  spent  on  outsourcing,  about  half  of  the  rest  expected 
outsourcing  costs  to  make  up  30%,  or  less,  of  their  company's  total  IT 
budget,  both  currently  and  during  the  next  12  months. 

Even  though  one  of  the  traditional  motives  for  outsourcing  has  been  to 
draw  on  expertise  outside  the  company,  few  respondents  cited  a lack  of 
internal  expertise  as  a chief  reason  for  outsourcing.  By  the  same  token, 
nearly  half  of  the  respondents  whose  companies  are  not  outsourcing  IT 
functions  indicated  sufficient  equipment  and  staff  for  keeping  IT 
functions  in-house. 

The  key  reason  stated  most  often  for  outsourcing  IT,  cited  by  nearly  60% 
of  InfoWorld  respondents,  was  a lack  of  IT  staff.  In  most  cases  it  seems 
outsourcing  allows  the  company  to  redeploy  IT  resources  for  higher- 
priority  work.  In  other  words,  it's  not  a shortage  of  skills,  but  a shortage  of 
bodies  that  is  steering  IT  executives  toward  service  providers. 

. Some  anomahes:  Although  saving  money  was  often  cited  as  a key 
reason  for  outsourcing,  most  respondents  were  unaware  of  how  much 
their  companies  are  saving;  12%  were  aware  of  no  cost-savings  at  all. 

Despite  the  wide  variety  of  IT  functions  these  companies  are  outsourcing, 
no  respondents  said  that  they  were  planning  to  outsource  wireless 
services — despite  the  heavy  burden  that  e-commerce  and  the  global 
network  place  on  corporate  security  capabihties,  and  only  20%  of 
respondents  plan  to  outsource  security  services. 

INPUT  would  draw  some  additional  conclusions  from  the  data; 

• In  the  near  future,  many  companies  will  increase  their  dependence  on 
IT  outsourcers  from  necessity  rather  than  enthusiasm.  The  23%  of 
respondents  that  are  not  outsourcing  any  IT  functions  today,  and  the 
22%  that  anticipate  no  such  outsourcing  in  the  future  are  unhkely  to 
win  awards  for  forecasting. 
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• If  59%  of  respondents  say  that  they  are  outsourcing  due  to  staff 
shortage,  and  48%  are  not  outsourcing  because  they  have  adequate  in- 
house  resources,  there  appears  to  be  a huge  gap  between  haves  and 
have  nots  on  this  point — and  one  that  is  likely  to  diminish  as  a 
convergence  of  trends  favor  an  increased  use  of  outsourcing,  even  by 
companies  with  large  internal  IT  departments. 

• Worth  noting,  already  a quarter  of  all  decisions  on  outsourcing  are 
being  made  by  non-IT  department  managers,  probably  in  consultation 
with  top  management,  which  suggests  that  INFOWorld  survey 
respondents  as  a group  may  become  increasingly  side-lined  in  the 
decision-making  process. 

• Similarly,  respondent  comments  regarding  budget  are  likely  to  be 
understated  because  a growing  amount  of  spending  for  IT  outsourcing 
will  be  funded  outside  of  the  traditional  IT  budget.  The  more  critical 
numbers  is  the  proportion  of  total  revenues  that  is  being  spent  on  IT 
and  on  IT  outsourcing.  As  the  transformation  to  e-business  continues, 
the  “IT  budget”  wiU  comprise  primarily  infrastructure  and  special- 
project  spending.  Large  amounts  of  “other”  spending  by  and  for 
operational  units  will  be  considered  part  of  ordinary  overhead  rather 
than  “IT.” 

Exhibit  III-l  to  Exhibit  III-9,  which  follow,  document  INFOWorld’s 
findings. 
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Exhibit  111-1 


Current  User  Environment 

which  IT functions  is  your  company  currently 
outsourcing  all  or  part  of? 

Web  devetopment/hcsting 
Softw^e  maintenaiKe 
ApplicatkmdevelQpinent 
Application  services 
Network  managemei^services 
E-comm«^ce/e4)Us  iness 
Systems  integation 
Web  site  acbninistratbn/management 
ITservices 
Security  services 
ERP  itnplementationancl/ar  Apport 
He|3desk 
Other 
bon'tknow 

Hone — not  outsourcing  any  IT  (bnciions 

Source:  INFOWORLD,  February  12.  2001 

• The  high  level  of  outsourcing  recorded  for  application  development  and 
apphcation  services  corroborates  the  demonstrated  demand  for  the  ASP 
delivery  model. 

• At  the  same  time,  in  an  attempt  both  to  raise  profit  margins  and  better 
meet  customer  needs,  there  is  a strong  trend  toward  bundling  several  of 
these  services  into  a single  contract  awarded  to  a single  vendor. 


29% 

25% 

25% 

25% 

22% 

21% 

20% 


12% 


10% 


I 


2% 


1% 

23% 
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Exhibit  iii-2 


Future  User  Plans 


Which  IT  functions  will  your  company  consider 
outsourcing  in  the  future? 

Webdevelcpment/hosting 
Software  maintenanre 
Application  development 
Systems  integratk»i 
Application  services 
Network  managememt/servkes 
E<ommerce^-txsiness 
Webs  Ite  administratton/mafiage  ment 
ERP  imple  mentation  and?a  sipport 
Seoj-ity  services 
ITsoirkes 
He^desk  Q 
Other  I 
DnTtknow  | 

None — nooutsoucingpians 


29% 


28% 


27% 

27% 

27% 

24% 

20% 


19% 


18% 


4% 


7% 

22% 


Source:  INFOWORLD,  February  12,  2001 


Comparing  this  set  of  responses  to  the  prior  one,  one  might  conclude 
that  customers  anticipate  httle  more  than  an  extension  of  current 
trends,  with  no  change  in  priorities. 

However,  worth  noting,  virtually  every  category  of  service  shows  a 
rising  trend  in  favor  of  increased  outsourcing  in  the  future. 
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Exhibit  ill-3 


User  Motives  for  Outsourcing 


What  arethe  key  reasons  you r company  i$  outsourcing 
or  F^ans  to  outsource  any  of  its  functions? 


Ukr^Hstaff 
Money  saving 
Inadequate  IT  infrastruclue 
Time  to  market 
lark  of  expertise 
Other 


Source:  INFOWORLD,  February  12,  2001 

• If  SO,  a successful  IT  vendor’s  must  be  able  to  convince  prospective 
customers  that  it  has  depth  of  technical  staff,  ample  hardware  and 
network  infrastructure,  and  demonstrated  ability  to  deliver  promised 
solutions  as  promised  on  time. 


Exhibit  III-4 


User  Reasons  NOT  to  Outsource 


Why  bnt  your  company  outsourcing  any  of  Its  IT 
functions  at  the  current  time? 


— We  have  Irrhouse  staff  4$% 

No  need  17% 

Ou con^ny  b uosmall 
Cheaper  tokeep  in-house  9% 
Other  1 7% 


Source:  INFOWORLD,  February  12,  2001 

The  first  defense,  or  objection  to  outsourcing,  listed  above  will  be  the 
first  to  crumble.  When  it  does,  customer  resistance  to  outsourcing  wiU 
vanish. 
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Exhibit  lii-5 


Exhibit  lii-6 


User  Decision-Making  Process  for  Outsourcing 


Who  is  Of  will  be  involved  in  making  the  decision  to 
outsource  your  company's  ITfunctions? 


CEO,  CFO,  COO,  presktent 
CIO,  CTO,  or  VPof  MT/itetvwking 
Oir«tor  of  MT/networking 
15/IT/network  manager 


:52% 

51% 

4»% 


Non-  IT  business  management 

Other 


Source:  INFOWORLD,  February  12,  2001 

The  importance  of  these  responses  cannot  he  overestimated.  As 
outsourcing  decisions  are  made  at  increasingly  higher  levels,  vendors 
must  be  able  to  rise  to  the  challenge  of  being  able  to  present  themselves, 
not  merely  as  providers  of  technical  solutions,  but  potential,  long-term 
strategic  partners  of  top  management,  sharing  responsibihty  for 
developing  the  company’s  strategic  plan. 


User  Decision-Maker 

who  is  or  will  be  the  primary  decision-maker? 


CEO,CIO,COO,pre5klent  — ^ 

1 31% 

CIO,ao,or  VPof  IS/IT/wtwcrtlng 

1 31% 

D Sector  of  lS/)T/networking  I^MH 

19% 

ES/IT/network  manager 

7% 

Non-ITbusiness  unit  management  B 

6% 

Other  1 

3% 

DoiftknGW  1 

3% 

Source:  INFOWORLD,  February  12,  2001 
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Exhibit  1 1 1-7 


Exhibit  III-8 


User  Outsourcing  Relationship  Management 

who  does  or  will  manage  the  outsourcing  reiatbnship 
at  your  company 7 


C»,CFO,C(K)^pr«sident 

25% 

CIO,  no,  or  VP  of  B/IT/netwoi1(  ing 

21% 

Olettor  of  B/IT/tietwork  ing 

iiii 

19% 

B/IT/network  manager 

17% 

Kon-IT  business  unit  management 

«% 

Other 

6% 

Oon'tknovv 

■ 

«% 

Source:  INFOWORLD,  February  12,  2001 

. These  responses  suggest  a natural  attempt  by  top  company 
management  to  offload  daily  project  management  on  lower-level 
executives.  Nevertheless,  it  is  worth  noting  that  the  CEO  remains  the 
person  most  likely  to  manage  outsourcing  relationships  on  a 
continuing  basis. 


User  IT  Outsourcing  Budget 


What  percent  of  your  company^  total  IT  budget  is 
c urrently  spent  on  outsou  rci  ng? 


0-10perc«nt 


35% 


11-20percent  |||||; 

10% 

21-30  percent  H; 

11% 

31-40percent  ^ 

7% 

41-S0per<ent  | 

2% 

More  than  SOpercent  |||| 

7% 

DoiCttcnow  HHHB 

28% 

Source:  INFOWORLD,  February  12,  2001 

• The  validity  of  these  answers  is  obscured  by  the  extent  to  which 
sending  for  various  types  of  outsourced  IT  services  is  being  funded 
outside  of  the  traditional  IT  budget. 


36 


2001  by  INPUT.  Reproduction  Prohibited. 


CYNDC1 


A Special  Analysis  of  the  U.S.  Commercial  IT  Outsourcing  Market 


INPUT 


Exhibit  ili-9 


User  Budget  Expectations  for  Outsourcing 

During  the  next  1 2 months,  what  percent  of  yoor 
company's  totaf  IT  budget  wilt  be  spent  on  outsourcing? 


O-IOpercent  jjjlWMWI 

34% 

11-20pef(ent  m 

9% 

21-30percent  Bi 

11% 

31-^pefcent  H 

6% 

41-50percent  B 

6% 

Mor«than50peKent 

6% 

Don't  know  HHBBI 

28% 

Source:  INFOWORLD,  February  12,  2001 

• The  gap  between  the  first  and  third  response  likely  reflects  the 
differing  situations  at  very  large  enterprises  and  smaller  ones.  Larger 
companies  may  spend  smaller  percentages  of  their  budgets  on 
outsourcing,  but  the  nominal  amounts  will  be  much  higher  than  at 
smaller  firms. 

• Nevertheless,  it  is  worth  noting  that,  consistent  with  INPUT’S  believe 
that  the  transition  from  traditional  business  to  e-business  will  track  a 
dramatic  increase  in  the  size  of  the  IT  budget  in  proportion  to 
revenues,  about  25%  of  respondents  expect  outsourcing  to  comprise 
20-50%  of  their  IT  budgets,  which  suggests  an  extraordinary  tactical 
shift  in  how  businesses  provide  for  their  needs. 

In  contrast  to  INFOWorld’s  satisfied  group  of  users,  INPUT’S  proprietary 
surveys  of  outsourcing  vendor  performance  over  recent  years  discovered  a 
significant  erosion  of  satisfaction  and  a growing  willingness  to  switch 
vendors  when  current  contracts  expire. 

3.  Overall  Satisfaction  with  Outsourcing  Declined  Between  1997 
and  2000 

The  overall  profile  of  satisfaction  exhibited  by  chents  of  outsourcing 
vendors  in  the  U.S.  remained  roughly  constant  between  1997  and  1998, 
but  has  declined  markedly  between  1998  and  2000.  Exhibit  III- 10  shows 
the  profiles  of  overall  satisfaction  ratings  given  to  outsourcing  vendors  in 
the  U.S.  between  1997  and  2000.  Chents  were  asked  to  rate  their  overall 
satisfaction  on  a scale  of  1 to  5 where  1 = very  dissatisfied  and  5 = very 
satisfied. 
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Exhibit  111-10 


Change  in  Client  Satisfaction  with  Outsourcing: 
U.S.  1997  to  2000 


■ 1997 

□ 1998  71  73 


Sample  of  35  respondents  Source:  INPUT 

In  addition  to  their  level  of  overall  satisfaction,  chents  were  asked  the 
Likelihood  of  their  renewing  contracts  with  their  current  suppher.  There  is 
frequently  a lag  between  changes  in  levels  of  satisfaction  and  changes  in 
renewal  intentions  with  chents  retaining  a high  level  of  loyalty  for  some 
time  after  a serious  dechne  in  satisfaction  levels. 

This  appears  to  have  happened  in  this  case  with  80%  of  chents  still 
showing  a high  vendor  loyalty.  At  present  only  15%  of  chents  are 
currently  likely  to  switch  outsourcing  vendors  on  contract  renewal. 

However  it  is  unlikely  that  these  predicted  low  switching  rates  wiU  be 
maintained  in  the  coming  years.  It  is  probable  that  the  dechne  in 
satisfaction  levels  will  soon  be  foUowed  by  a marked  dechne  in  vendor 
loyalty.  Vendors  whl  need  to  dehver  service  improvements  in  many  areas 
in  the  coming  years  if  the  predicted  high  renewal  rates  are  to  become  a 
reahty. 

Exhibit  III- 11  hsts  some  of  the  key  summary  criteria  against  which 
vendors  need  to  dehver  immediate  improvement. 


38 


© 2001  by  INPUT.  Reproduction  Prohibited. 


CYNDC1 


A Special  Analysis  of  the  U.S.  Commercial  IT  Outsourcing  Market 


INPUT 


Exhibit  ill-11 


Major  Challenges  for  Outsourcing  Vendors:  U.S.  1998  to  2000 


Business 

contribution 

Ongoing  cost- 
effectiveness 

Initial  cost- 
effectiveness 

Flexibility  of 
approach 


■ 2000 
□ 1998 


1 2 3 4 5 

Importance/Satisfaction  (1=low,  5=high 


Sample  of  35  respondents.  Standard  error  = 0.2  Source:  INPUT 

The  three  principal  themes  in  2000  were  the  needs  for  vendors  to  dehver: 

• Higher  levels  of  chent  responsiveness 

• Achievement  of  business  benefits 

• Improved  value  for  money. 

Vendors  Must  Deliver  Higher  Levels  of  Client  Interaction 

Exhibit  111-12  lists  the  importance  and  satisfaction  perceived  by  chents 
against  a number  of  measures  of  vendor  responsiveness. 
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Exhibit  111-12 


Satisfaction  with  Vendor  Responsiveness:  U.S.  1998  to  2000 


1=low,  5=high 


Sample  of  35  respondents.  Standard  error  = 0.2  Source:  INPUT 

Clients  perceive  vendors’  reactive  service  capabilities  to  have  improved  in 
some  areas  between  1998  and  2000.  In  some  respects,  vendors  seem  to 
have  become  flexible  contractually. 

However,  there  is  a perception  that  despite  this  increased  willingness,  it 
is  becoming  more  difficult  for  vendors  to  respond.  The  reasons  for  this 
situation  principally  seem  to  be  the  sheer  rate  of  business  and  technology 
change  prompted  by  e-business,  resulting  in: 

• Greater  difficulty  for  vendors  in  understanding  their  cHents’ 
businesses  and  the  new  competitive  pressures  faced.  Vendor  personnel 
who  had  achieved  some  level  of  understanding  of  clients’  business 
processes  are  now  seen  to  be  increasingly  out-of-touch  with  the  new 
business  reality 

• Change  management  processes  that  are  inappropriate  in  times  of 
rapid  change.  The  formal  planning  sessions  followed  by  formal 
consultancy  studies  that  have  been  established  by  many  outsourcing 
vendors  to  manage  change  control  may  be  too  slow-moving  for  the  new 
economy.  In  the  new  economy,  exchanges  of  information  between 
client  and  vendor  may  need  to  be  much  more  frequent  and  informal  if 
the  chent  is  to  respond  rapidly  to  changes  in  the  business 
environment. 

The  net  impact  of  these  factors  may  be  a perceived  lack  of  abihty  to 
respond  that  is  frustrating  for  both  parties. 

4.  Vendors  Need  to  Regain  the  High  Ground 

Exhibit  III- 13  lists  U.S.  clients’  overall  perception  of  the  role  of 
outsourcing  vendors. 
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Exhibit  lii-13 


Perceived  Roles  of  Outsourcing  Vendors:  U.S.  1998  and  2000 


Vendors  are  to  some  extent  still  regarded  as  key  partners  by  their  clients. 
However  the  nature  of  this  partnership  is  becoming  a supporting  one 
rather  than  a strategic  one.  Chents  are  increasingly  regarding 
outsourcing  vendors  as  organizations  that  supply  agreed  support  services 
on  demand  rather  as  change  agents.  Chents,  no  longer,  typically  expect 
outsourcing  vendors  to  behave  as: 

• Business  advisors 

• Technology  advisors 

• Agents  of  change. 

However,  this  is  a dangerous  change  in  the  role  of  outsourcing  vendors 
from  the  vendor  perspective.  To  continue  to  strengthen  the  sense  of 
partnership  with  their  chents,  outsourcing  vendors  need  to  be  seen  either 
as  key  technology  advisors  and  implementers  or  as  business  advisors  and 
business  change  agents.  Unless  outsourcing  vendors  can  begin  to  dehver 
the  levels  of  technical  and  business  innovation  required  by  their  chents, 
there  is  a danger  that  they  wih  become  just  commodity  suppliers  of 
support  services. 
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Although  the  skills  of  many  outsourcing  vendors  are  primarily  technical, 
it  is  important  that  vendors  can  use  their  skills  to  deliver  business  benefit 
on  behalf  of  their  clients. 

Exhibit  111-14  shows  vendor  performance  against  selected  measures  of 
dehvery  of  business  benefit. 


Exhibit  111-14 


Delivery  of  Business  Benefit:  U.S.  1998  and  2000 


Ability  to  contribute  to  business 
benefits 

Increase  effectiveness  in  applying  IT 
to  business 

Understanding  of  clients'  business 
requirements 


Sample  of  35  respondents.  Standard  error  = 0.2  Source:  INPUT 

The  typical  levels  of  achievement  in  this  area  remain  low  and  have 
deteriorated  further  between  1998  and  2000. 

Vendors’  understanding  of  clients’  business  requirements  has  deteriorated 
and  this  has  severely  impacted  their  ability  to  contribute  to  their  clients’ 
business  success. 

However,  it  is  unlikely  that  vendor  performance  has  deteriorated  over  the 
past  two  years.  The  principal  factors  likely  to  be  causing  this  change  in 
perception  are  the  rapid  changes  in  technology  and  the  business 
environment. 

As  organizations  seek  to  redefine  themselves  in  the  new  economy  so  it  has 
become  more  difficult  for  vendors  to  keep  up  with  industry  and  individual 
strategies  and  contribute  to  these  in  a timely  fashion. 

If  vendors  are  to  make  a contribution  to  their  clients  in  times  of  rapid 
change,  then  they  will  have  to  take  steps  to: 

• Track  industry  and  technology  developments  more  closely 

• Work  more  informally  and  closely  with  their  clients 

• Put  in  fast  reaction  mechanisms  that  allow  them  to  react  quickly  to 
identified  changing  needs. 
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5.  Improved  Value  for  Money  Remains  Important 

A traditional  disadvantage  of  outsourcing  is  that  it  can  potentially  slow- 
down the  rate  at  which  new  systems  and  technologies  are  introduced. 
This  effect  has  in  the  past  been  caused  by  contractual  style  and  pricing 
mechanisms,  irrespective  of  vendor  capabihties. 

However,  it  appears  that  man  vendors  have  now  addressed  the  issue  of 
lack  of  flexibility  in  contractual  approach.  The  issue  is  now  one  of 
expectation  management  and  dehvery  of  value  for  money. 

Clients  expect  a reducing  cost  for  support  of  existing  systems  and 
infrastructure  over  time.  These  cost  reductions  do  not  always  manifest 
themselves  as  strongly  as  chents  expect  and,  as  a result  chents  are 
increasingly  critical  of  vendors’  abilities  to  meet  budget  targets  and 
deliver  ongoing  cost  reduction.  It  is  also  a question  of  approach.  Clients 
expect  vendors  to  pay  the  same  level  of  attention  to  cost  management  on 
their  behalf  as  would  be  taken  by  in-house  management.  Accordingly, 
vendor  personnel  need  to  constantly  seeking  ways  of  saving  money  for 
their  clients  and  recommending  cost-reduction  strategies  to  them.  Again, 
these  cost  reduction  strategies  should  not  necessarily  result  from  major 
formal,  chargeable  studies,  but  should  also  arise  at  a more  incremental 
and  informal  level. 

At  the  same  time,  the  level  of  change  that  can  arise  as  a result  of  e- 
business  initiatives  can  have  a huge  impact  on  existing  expenditure 
plans.  Therefore,  it  is  important  that  vendors  manage  expectations 
accordingly  and  seek  other  areas  in  which  savings  can  be  made. 
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Exhibit  III- 15  Lists  the  levels  of  satisfaction  from  the  client  perspective 
against  a number  of  cost-control  criteria. 


Exhibit  111-15 


Satisfaction  with  Vendor  Cost  Control:  U.S.  1998  and  2000 


Abiiity  to  meet 
budget  targets 


Ongoing  cost- 
effectiveness 


To  become  more 
cost-effective  in 
using  IT 


Sample  of  35  respondents.  Standard  error  = 0.2  Source:  INPUT 

Cost  control  and/or  reduction  and  delivery  of  business  benefit  are  not 
viewed  by  cHents  as  mutually  exclusive.  Clients  would  like  outsourcing 
vendors  to  be  more  proactive  but,  at  the  same  time,  to  supply  the  basic 
services  underlying  such  activity  at  competitive  rates.  CHents  are  more 
Likely  to  favor  forms  of  risk  sharing  where  the  vendor  takes  the  risk  of 
falHng  workloads,  than  forms  of  risk  sharing  that  merely  enhance  vendor 
profitabiHty. 

CHents  also  frequently  perceive  that  they  receive  poor  value  for  money 
from  any  changes  in  operational  service  volumes.  They  perceive  that  they 
are  expected  to  pay  additional  charges  when  volumes  increase  but  do  not 
receive  a proportionate  decrease  in  charges  when  transaction  volumes 
decrease. 

Overall  cHents: 

• DisHke  pricing  mechanisms  such  as  time  and  materials  that  aUocate 
the  major  elements  of  risk  to  the  client  rather  than  the  vendor.  This 
particularly  appHes  to  systems  development  contracts  where  cHents 
perceive  themselves  to  carry  the  bulk  of  the  burden  of  commercial  risk 

• Would  like  to  encourage  greater  vendor  creativity  but  with  the  vendor 
taking  a major  share  of  the  risk. 

In  particular,  cHents  would  like  greater  flexibiHty  in  service  usage  with 
considerable  flexibiHty  to  adjust  the  volume  of  services  used  according  to 
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their  business  requirement  and  circumstances.  In  extreme  cases,  this 
could  entail  turning  services  on  and  off  at  short  notice  with  the  vendor 
taking  the  commercial  risk  over  whether  the  services  are  utdized  or  not. 

Overall  there  is  an  increasing  tendency  for  chents  to  insist  on  value  for 
money  throughout  the  hfe  of  outsourcing  contracts.  Some  chents  are 
ensuring  that  they  achieve  this  by  developing  contracts  that  permit  them 
to  benchmark  vendor  pricing  throughout  the  contract.  This  will  place 
greater  margin  pressure  on  vendors  by  making  it  more  difficult  for  them 
to  significantly  increase  their  profitability  in  the  later  stages  of  the 
contract. 

Ideally,  clients  would  hke  vendors  to  behave  as  though  they  owned  the 
client  IT  budget  and  continually  seek  out  ways  in  which  IT  services  can  be 
dehvered  within  a set  budget  and  at  increased  value  for  money.  Chents 
tend  to  disapprove  as  vendors  who  are  continually  trying  to  increase  IT 
expenditure  at  the  clients’  expense,  regardless  of  the  worthiness  of  the 
projects  and  services  themselves. 

Vendors  need  to  take  a more  hohstic  view  on  behalf  of  their  chents  and 
this  includes  both  the  achievement  of  business  benefit  and  the 
management  of  the  IT  budget.  At  the  moment,  there  is  a danger  that 
vendors  are  merely  responding  to  requests  for  individual  projects  and 
services  from  the  client  without  taking  this  overall  perspective  of 
effectiveness  and  value  for  money  into  account. 
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Barriers  to  Entry 


A 

Lack  of  Name  Recognition 

Beyond  the  obvious  drawbacks  associated  with  lacking  name  recognition 
in  a new  market,  vendors  everywhere  face  the  challenge  of  differentiating 
themselves  from  competitors. 

In  the  Executive  Summary  to  this  report,  survey  respondents  propose  in 
brief  (and  in  the  Appendix  in  fuU)  a few  consensus  remedies,  including; 

• Partnering  with  estabhshed  vendors  that  have  already  respected 
positions  in  a target  vertical  industry; 

• Utilizing  industry  consultants  to  estabhsh  new  customer 
relationships; 

• Attempting  to  specialize  in  horizontal  applications  where  expertise  in 
the  apphcation,  such  as  ERP  or  HR,  will  be  more  important  than  the 
vertical  industry  expertise. 

Another  tactic  is  to  play  the  “name  game,”  whereby  vendors  attempt  to 
create  name  recognition  by  dominating  ever-narrower  and  more  obscure 
market  segments,  such  as  those  that  follow — based  on  a compilation 
published  in  InformationWeek: 

• Application  Service  Providers:  ASPs  use  centrally  managed 
facilities  to  deploy,  host,  and  manage  access  to  packaged  apphcations, 
which  are  delivered  over  networks  on  a subscription  basis.  Currently, 
there  are  between  500-1,000  vendors  in  this  category.  Few  are 
profitable;  stronger  vendors  are  attempting  to  survive  by  acquisition, 
speciahzation  and  increasing  their  consulting/customization  services. 

□ Vendors  include  Corio,  Interliant,  Qwest  Cyber.Solutions,  and 
USinternetworking. 
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□ Pricing  depends  on  application  type  and  add-on  services.  Corio,  for 
example,  charges  $70-100  per  user  per  month  to  host 
ChangePoint's  professional  services  apphcation. 

. Management  Service  Providers:  MSPs  manage  combinations  of 
applications,  networks,  systems,  storage,  and  security,  and  also  can 
provide,  by  subscription.  Web-site  and  systems-performance 
monitoring  via  the  Internet.  Vendors  in  this  niche  are  generally 
considered  to  be  low-margin  plays  whose  role  is  hmited  to  monitoring 
the  work  of  either  in-house,  or  other  outsourcing  vendors.  Their  role  is 
a difficult  one  because  it  requires  cooperation  among  a variety  of 
organizations,  often  incurring  conflicts  of  interest. 

□ Vendors  include  Nuclio,  Silverback  Technologies,  SiteRock, 

Totality,  and  Triactive. 

□ Monthly  MSP  charges  vary  from  a few  thousand  dollars  to  more 
than  $100,000. 

• Storage  Service  Providers:  SSPs  offer  hosting  and  access  to  storage 
devices  and  storage  area  network  technology.  Vendors  in  this  market 
appear  to  be  tapping  into  a rich  demand  that  is  hnked  to  e-commerce, 
which  generated  huge  numbers  of  transactions  (for  which  customers 
have  run  out  of  storage).  Upmarket  vendors  are  combining  storage 
offers  with  data-mining  and  other  knowledge  management  services. 

□ Vendors  include  Comdisco,  Compaq  Global  Services,  IBM  Global 
Services,  StorageNetworks,  and  Storabihty. 

□ The  price  of  Compaq's  Private  Storage  Utility  service  is  $35  to  $55 
per  gigabyte  per  month;  pricing  for  IBM's  On-Demand  storage 
services  ranges  from  $25  to  $75  per  gigabyte  per  month. 

• Business  Continuity  Service  Providers:  These  providers  define 
and  document  procedures  for  assessing,  responding  to,  and  recovering 
from  events-apphcation  errors  or  natural  disasters-that  threaten  vital 
business  operations.  While  vendors  in  this  market  are  budding  on  a 
long-accepted  need,  the  virtual  nature  of  emerging  e-businesses  brings 
a new  urgency  to  the  market  and  provides  a large,  new  pool  of 
potential  customers. 

□ Vendors  include  Comdisco,  Compaq  Global  Services,  EDS,  IBM 
Global  Services,  and  SiteSmith. 
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□ Comdisco's  disaster  recovery,  rapid  recovery,  and  continuous  Web- 
availability  services  range  from  $10,000  to  $100,000  per  month. 

• Help  Desk/Customer  Service  Providers:  These  companies  handle 
E-mail  and  telephone  calls  pertaining  to  desktop  apphcations, 
computer  security,  and  passwords.  As  the  volume  and  importance  of 
integrated  electronic  communications  rises  exponentially,  customers 
are  losing  the  ability  to  cope  with  the  volume  and  complexity  of  coping 
with  chent  communications.  Service  providers  in  this  niche  market 
have  a very  positive  growth  potential. 

□ Vendors  include  CompuCom  Systems,  IHS  Helpdesk  Service, 
Service  Management  International,  and  Stream  International. 

□ CompuCom  charges  $18  to  $35  per  caU,  depending  on  coverage, 
which  ranges  from  five  days  per  week  to  around-the-clock  service. 

• Corporate/IT  Training,  HR,  and  Recruitment  Service 
Providers:  These  companies  let  businesses  outsource  finance, 
accounting,  HR,  training,  and  recruiting  functions. 

□ Vendors  include  Cahber  Learning  Network  for  training,  Ledgent 
for  HR,  and  Recruitsoft  .com  for  recruiting. 

□ Caliber's  hosted  E-learning  services  average  about  $2,000 per  hour 
per  user. 
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B 

Insufficient  Capital 

Putting  aside  the  obvious  advantages  enjoyed  by  the  top-tier  IT  vendors 

with  virtually  unhmited  financial  resources,  vendors  and  customers  both 

agree  that  smaller  vendors  with  limited  resources  can  achieve  credibihty 

in  new  markets  by  adhering  to  a few  basic  principles,  as  follows: 

• Avoid  trying  to  overextend  or  oversell  yourself.  The  primary  virtue  is 
identifying  core  competencies  and  being  able  to  dehver  on  all  promises 
made. 

• Leverage  insofar  as  possible  you  prior  work  by  using  contacts  and 
expertise  gained  in  that  market  to  gain  a foothold  in  new,  related 
markets. 

• Target  your  marketing  and  sales  efforts  according  to  a rational 
geographical  and  industry  strategy.  Unplanned  efforts  will  be 
wasteful  of  time  and  money  and  jeopardize  success  at  every  level. 

• Remember  that  customers,  whether  large  or  small,  are  almost  always 
ready  to  beheve  that  the  top-tier  vendors  have  high  levels  of  overhead 
and  are  growing  complacent.  Customers  are  usually  always  ready  to 
listen  to  a focussed  presentation  by  a lean  and  aggressive  competitor. 

• Apart  from  either  purchasing  or  building  data  centers,  most  other 
forms  of  outsourcing  contract  services  can  be  provided  relatively 
inexpensively  on  either  a remote  or  customer-site  basis. 

• While  there  is  a trend  toward  vendors  buying  software  hcenses  (and 
therefore  investing  their  own  capital  in  them),  most  large  customers 
will  prefer  to  purchase  software  hcenses  directly.  Although  they  do 
want  to  avoid  the  headaches  associated  with  hardware  purchases  and 
technology  refreshes,  they  expect  vendors  to  build  these  functions  into 
their  contracts  in  such  as  way  as  to  optimize,  rather  than  replace 
customer  capital  investments. 
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c 

staffing 


The  cost  of  acquiring  and  retaining  skilled  IT  staffs  that  transfer  from 
customers  to  vendors  as  part  of  an  outsourcing  contract  seldom  incur 
burdensome  costs  on  vendors.  Most  consider  this  process  to  be  one  of  the 
collateral  benefits  of  outsourcing. 

Typically,  the  promise  transferred  staff  two  years  of  employment,  on 
terms  equal  or  better  than  those  at  their  former  employers.  Many 
employees  are  scarcely  aware  of  the  transfer  at  all  when  they  continue 
working  in  the  same  offices  with  the  same  colleagues. 

Over  a period  of  time,  the  vendor  challenge  is  to  identify,  retain  and 
promote  the  most  capable  individuals  and  terminate  those  for  whom  they 
have  no  place.  If  this  process  is  handled  intelligently  and  with  skill,  it  can 
reinforce  a vendor’s  market  position. 

In  particular,  customers  favor  vendors  with  attractive  market  reputations 
such  that  potential  staff  transfers  are  enthusiastic  about  their  potential 
for  career  advancement  with  the  outsourcer.  Vendors  unable  to  achieve  a 
positive  reputation  or  effect  smooth  transfers  put  their  entire  customer 
relationships  in  jeopardy. 

Some  vendors  have  commented  that  it  is  easiest  to  utilize  staff  efficiently 
when  using  a matrix  organization  whereby  staff  assignments  are  made 
flexibly  and  efficiently  independently  of  business  unit  or  vertical  industry. 
However,  success  with  this  approach  depends  on  mangers  being  alert  and 
flexible  enough  to  make  assignments  inteUigently.  The  system  can  lead  to 
idle,  underutdized  staff. 

Vendors  such  as  CSC  believe  strongly  that  they  have  prospered  because 
they  have  been  able  to  retain  and  promote  a large  number  of  highly 
qualified  individuals  that  joined  the  company  through  transfers  from 
customer  outsourcing  contracts.  To  make  this  work  requires  a 
commitment  from  the  highest  levels  of  the  organization  and  a 
management  structure  that  rewards  performance  more  than  seniority — 
which  is  easier  described  than  achieved. 
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IT  Outsourcing  Market  Overview 


A 

Market  Trends 


1.  The  Operational  Services  Market  Is  Splitting  Up 

The  U.S.  market  for  operational  services  is  sphtting  along  two  tracks — 
traditional,  legacy  services  and  Internet-centric  services.  In  last  year’s 
outsourcing  market  forecast,  INPUT  included  “Internet/intranet 
management”  as  a single,  functional  segment.  This  year,  virtually  every 
functional  segment  has  been  spht  and  forecasts  provided  for  each 
separately. 

Although  the  year-over-year  growth  of  the  Internet-centric  segments  is 
forecast  to  remain  high  over  the  next  few  years,  before  the  end  of  the 
forecast  period,  a convergence  wdl  begin  that  signals  the  effective 
disappearance  of  a non-Internet-enabled  legacy  IT  infrastructure.  At  that 
point,  the  Internet  wiU  be  so  thoroughly  integrated  in  to  business 
processes  and  operations  that  all  operational  services  will  take  it  into 
account. 

Accordingly,  the  dechne  in  mainframe  platform  operations  services  that 
would  otherwise  have  been  expected  will  be  reverse  itself  as  the  demands 
of  e-commerce  and  the  requirements  for  massive  data  storage  for  e- 
business  give  mainframes  new  importance. 

Currently,  applications  services  are  separated  into  three  streams — (1) 
those  required  by  traditional  enterprises  for  their  own  hcensed  software 
(or  customized  software  to  be  purchased  on  a license  basis).  (2) 
applications  purchased  on  an  outsourced  basis  directly  from  software 
developers,  and  (3)  apphcations  provided  to  value-added  resellers 
(Apphcation  Service  Providers)  of  various  types  that  make  them  available 
on  a pay-as-you-go  basis. 
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The  last  two  market  segments  will  grow  rapidly  over  the  next  few  years, 
hut  before  the  end  of  the  forecast  period  INPUT  foresees  much  of  today’s 
business  in  this  market  faUing  into  the  Business  Process  Operations  and 
Processing  Services  categories.  They  key  criterion  will  be  the  extent  and 
nature  of  the  responsibility  assumed  by  vendors  for  their  customers. 

2.  Similarly  To  the  Outsourcing  Market,  The  Fastest-Growing 
Segments  of  the  Processing  Services  Will  Be  Internet-Centric 
Ones 

Yet,  before  the  end  of  the  forecast  period,  they  will  begin  to  converge  with 
the  heretofore  designated  “legacy,”  or  traditional  segments  of  the  market 
as  the  Internet  is  used  ever  more  widely  and  as  the  transformation  of 
enterprises  to  e-business  (and  e-government)  continues.  Eventually,  the 
distinction  between  the  two  streams  (Internet-centric  and  legacy)  will  lose 
relevance. 

input’s  overall  forecast  for  the  U.S.  operational  services  and  BPO 
market  is  shown  in  Exhibit  V-1. 


Exhibit  V-1 


U.S.  Operational  Services  Market,  including  Business  Process  Operations 


Source:  INPUT 


This  forecast  includes  IT  outsourcing.  Business  Process  Operations 
outsourcing,  and  transaction  processing. 

Over  the  last  few  years.  Business  Process  Operations  (BPO)  has  become 
increasingly  accepted  by  a wide  variety  of  companies  in  various 
industries.  Over  the  period,  2000-2005,  INPUT  forecasts  a long-term 
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growth  rate  of  29%  for  a market  expected  to  grow  during  the  period  from 
$12.5  billion  to  $45  bilhon. 
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B 

Market  Drivers 


1,  “More  and  More  Customers  Were  Telling  Us,  We  Don’t  Want 
to  Deal  with  the  Technology,  You  Handle  It.  Make  This  Stuff 
Work  for  Us’” 

This  comment  by  Hill  Husted,  VP  for  Web-hosting  at  PSINet,  exemplifies 
the  driving  force  behind  both  the  growth  in  demand  for  operational 
services  in  general,  and  the  heightened  pace  of  merger  & acquisition 
activity  during  the  past  year.  Computer  equipment  vendors  want  to 
increase  their  diversification  away  from  hardware  toward  services,  and 
vendors  of  services  want  to  expand  their  capabilities  so  that  they  can 
increase  their  account  penetration,  i.e.,  give  customers  less  reason  to  look 
elsewhere  for  business  and  technology  solutions. 

This  was  one  motive  behind  Cap  Gemini’s  May  2000  acquisition  of  the 
consulting  unit  of  Ernst  & Young — Ernst  & Young  Consulting  in  a deal 
worth  11.3  bfilion  euros.  The  sale  was  motivated  partly  by  the  American 
Securities  & Exchange  Commission’s  insistence  that  pubhc  accounting 
firms  eliminate  potential  conflicts  of  interest  caused  by  seUing  both 
auditing  and  consulting  services  (particularly  to  the  same  clients).  For  the 
same  reason,  PricewaterhouseCoopers  may  sell  its  consulting  business  to 
Hewlett-Packard.  KPMG  elected  to  spin  off  its  consulting  operations  as  an 
independent  enterprise  and,  for  similar  reasons,  Andersen  Consulting 
spht  from  Arthur  Andersen.  But  it  was  also  motivated  by  CG’s  need  to  be 
able  to  offer  its  chents  increasingly  more  comprehensive  business 
solutions  rather  than  narrow  technical  ones. 

This  was  also  the  partial  motive  behind  HP’s  September  11,  2000, 
confirmation  that  it  was  a leading  contender  to  acquire  the  consulting 
arm  of  PricewaterhouseCoopers  in  an  $18  billion  deal.  If  reahzed,  the 
transaction  would  substantially  reinforce  HP’s  services  offer  and  make  it 
much  more  attractive  to  corporate  chents  that  are  considering  the 
purchase  of  big  computer  systems.  The  challenge:  combining  HP’s 
tradition-oriented  workforce  with  PwC’s  innovators. 

2.  The  Battle  to  Become  King  of  the  Web  Hosts 

“If  you  think  about  it,  anytime  anybody  accesses  the  Internet,  that  has  to 
come  from  a server  somewhere,”  commented  Bobby  Patrick,  VP  of 
strategy  for  Web-hosting  heavyweight  Digex  as  a way  of  explaining  why 
his  company  foresees  outstanding  growth  and  profitabihty  potential  for 
this  market  segment.  INPUT  forecasts  that  the  global  Web-hosting 
segment  of  the  e-business.  Network  Services  market  wiU  grow  from  $11 
bilhon  in  2000  to  $35  billion  in  2005.  Of  this,  INPUT  estimates  that  the 
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U.S.  represents  80%  in  2000  ($8.8  billion),  declining  to  60%  in  2005  ($21 
billion).  Furthermore,  the  time  is  rapidly  ending  when  almost  any  large 
organization  with  excess  capacity  at  its  data  centers  can  hope  to  operate  a 
Web-hosting  business  profitably.  Profit  margins  at  the  low-end  of  the 
business  (i.e.,  without  value-added  services)  will  be  progressively 
squeezed.  On  the  other  hand,  demand  for  (and  the  profitability  of)  -selling 
a variety  of  value-added  services  along  with  plain  Web-hosting  appears  to 
have  no  visible  ceiling.  This  is  why  another  industry  executive  insisted 
that  “hosting  is  a way  to  dehver  higher  revenue  per  customer  than  the 
Internet  services  can  make  simply  from  hooking  businesses  up  to  the  Net. 
Hosting  is  hke  peanut  butter  AND  jelly.” 

This  rosy  outlook  should,  however,  be  contrasted  to  the  ugly  present: 
virtually  none  of  the  major  Web-hosting  vendors  is  yet  profitable  due, 
primarily,  to  low  prices  resulting  from  excess  capacity.  MCIWorldCom’s 
UUNet  unit,  the  largest  Internet  carrier,  is  not  profitable,  even  though  it 
does  produce  a spin-off,  or  halo  effect  that  enhances  the  profitabdity  of 
other  parent  businesses. 

But  the  battle  for  market  dominance  will  not  be  pretty. 

PSINet,  which  operates  a global  Internet  network,  acquired  IT  services 
provider  Metamor  by  paying  $1.9  billion,  which  represented  a significant 
premium  to  its  stock  price  at  the  time.  PSINet’s  strategy  is  to  become  an 
“Internet  supercarrier”  able  to  offer  its  cfients  increasingly  more 
comprehensive  packages  of  technical  services.  Post-merger,  PSINet's 
strength  will  extend  beyond  infrastructure  and  hosting  services,  creating 
the  potential  for  it  to  become  a prominent  provider  of  applications.  This 
could  position  it  to  become  a true  ASP  with  hosting  facilities,  apphcations, 
and  services — ^which  will  only  ratchet  upward  the  pressure  on 
MCIWorldCom  and  the  other  large  competitors  in  the  attractive  Web- 
hosting market. 

3.  Buyers  Show  Growing  Skepticism 

Demand  for  IT  outsourcing  and  processing  services  will  continue  to  be 
strong,  but  competition  is  becoming  more  intense  (and  exacerbated  by 
active  merger  & acquisition  activity).  At  the  same  time,  buyers  are 
increasingly  skeptical  of  overly  optimistic  vendor  claims.  Also,  buyers  are 
looking  more  carefully  at  vendors’  financial  viability.  The  highly 
pubhcized  financial  difficulties  of  numerous  well  known  Web  consultants 
and  Internet  integrators — chmaxing  with  the  demise  of  Pandesic — have 
clearly  benefited  the  established,  traditional  service  providers.  While  the 
demise  of  Inacom  in  June  2000  did  little  to  affect  the  competitive 
structure  of  the  operational  services  market  as  a whole,  it  did  contribute 
to  undermining  customer  confidence  in  outsourcing  vendors  as  a whole. 
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Once  customers  are  convinced  to  trust  a vendor  to  deliver  critical  services, 
they  feel  particularly  betrayed  when  they  are  abandoned  unexpectedly 
and  left  to  pick  up  the  pieces — which  can  be  both  costly  and  risky. 
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Five-Year  Outlook  for  the  U.S.  IT  Outsourcing  Market 

1.  Industry  Sector  Forecast 

Exhibit  V-2  summarizes  INPUT’S  2000-2005  forecast  for  the  U.S. 
operational  services  market  by  functional  segment. 


Exhibit  V-2 


Operational  Services  Segments,  U.S.  - 2000-2005 


Op  Serv,  00-05 


Dollars  in  Billions 
□ 2000  B2005 


Source:  INPUT 

Exhibit  V-3  provides  a forecast  for  the  US  operational  services  and 
outsourcing  market  by  industry  sector.  The  forecasts  shown  in  this 
exhibit  include  Business  Process  Operations  in  addition  to  IT  outsourcing. 
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Exhibit  V-3 


US  Outsourcing  Industry  Sector  Forecast,  2000-2005 


Outsourcing  by  Industry 


Source:  INPUT 

“Infrastructure  Services”  is  being  used  for  the  first  time  in  this  forecast 
report  as  a replacement  for  the  prior  term  “Platform  Operations,”  which 
becomes  one  of  two  components  of  the  Infrastructure  Services  market. 
This  market  has  been  divided  this  year  into  traditional,  mainframe- 
oriented  platform  operations  and  the  faster-growing,  “InternetAVeb 
Managed  Services”  sub-segment.  The  inflection  point  between  these  two 
market  segments  will  occur  in  2005,  at  which  time  InternetAV eb  Managed 
Services  segment  is  expected  to  be  larger  than  the  legacy  IT  Platform 
Operations  segment.  Toward  the  end  of  the  forecast  period,  a 
price/performance  curve  effect  will  result  in  lower  levels  of 
spending/purchasing  and  ever  higher  levels  of  performance.  This  segment 
includes  Internet  Data  Centers  operating  on  long-term  contracts.  The 
high  forecast  rate  of  growth  for  the  Internet  sub-segment  will  peak  during 
the  2000-2005  period.  At  the  end  of  the  period,  the  two  segments  will 
begin  to  merge  again  as  aU  IT  infrastructures  become  totally  integrate 
with  the  Internet  and  the  distinction  between  the  two  segments  loses 
importance. 

“IT  Application  Services”  include  legacy  IT  apphcations  that  may,  or  may 
not  include  Internet-enabled  functions.  In  the  future,  virtually  all 
apphcations  will  be  Internet-enabled.  As  with  Platform  Operations, 
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toward  the  end  of  the  forecast  period  the  distinction  between  “legacy”  and 
“InternetAVeb”  applications  will  become  moot;  at  a certain  point,  the 
Internet  will  become  the  legacy. 

“InternetAVeb  Applications  Service  - vendor-owned  software”  comprises 
software  sold  on  either  a license  or  pay-as-you-go  rental  basis  by  software 
developers  directly  to  users.  While  INPUT  foresees  rapid  growth  in  this 
sub-segment,  exemphfied  by  Oracle,  software  developers  are  unhkely  to 
want  to  depend  entirely  on  direct  sales,  even  when  dehvered  cost- 
effectively  over  the  Internet.  Proliferating  demands  for  ancillary  services 
are  likely  to  dissuade  them  from  foregoing  the  participation  of  channel 
partners  and  Value-Added  Resellers  (VARs).  As  a result,  INPUT  foresees 
a moderation  in  the  rate  of  growth  of  this  market  segment  by  the  end  of 
the  forecast  period  as  many  vendors  return  to  their  core  competencies. 
Increasingly,  this  market  will  become  dominated  by  the  simple  dehvery  of 
package  products,  such  as  Microsoft’s  proposed  direct  delivery  of  its  Office 
Suite  of  apphcations  on  a rental  basis  directly  to  consumers.  Businesses 
that  are  unable  or  unwilling  to  use  one-size-fits-all  package  software  and 
that  require  customization  will  return  to  VARs  and/or  traditional  systems 
integrators. 

The  “Internet/Web  Apphcations  Services  - Third-party  software  (ASP)” 
sub-segment  will  continue  to  experience  rapid  growth  over  coming  years, 
but  this  growth  will  moderate  toward  the  end  of  the  forecast  period  for 
several  reasons:  competitive  pressures  will  force  many  so-called  ASPs  to 
specialize.  As  they  do,  much  of  their  business  will  be  more  properly 
classified  as  Business  Process  Outsourcing  or  processing  services.  As  price 
competition  becomes  intense,  this  market  will  divide  clearly  into  low- 
margin,  high-volume  commodity  software  distributors  and  higher-margin, 
higher  value-added  resellers. 

INPUT  forecasts  a strong  CAGR  of  19%  in  the  Distributed  Systems 
segment,  which  subsumes  the  prior  category  of  “Desktop  Services.”  Due  to 
rapid  changes  in  technology  underway,  the  “desktop”  is  becoming  mobile. 
As  it  loses  its  fixed  location,  spending  in  this  segment  will  be  fueled  by  the 
urgent  need  for  outsourced  management  of  a wide  array  of  portable 
computing  and  Internet-enabled  hand-held  devices.  Future  INPUT 
forecasts  will  provide  estimates  of  market  size  for  the  most  important  of 
these  types  of  portable  desktops. 

The  “IT  Network  Management”  of  the  Network  Management  market 
includes  both  legacy  and  Internet-related  components.  This  segment  wiU 
be  heavily  affected  by  the  transformation  underway  among  large  telecom 
vendors.  Price  points  will  drop,  pricing  will  become  critically  important; 
toward  the  end  of  the  forecast  period,  this  segment  will  merge  with  the 
“Internet  Network  Management”  segment. 
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Processing  services  differ  from  outsourcing  services  primary  on  the  basis 
of  contract  tenure  (outsourcing  contracts  are  for  one,  or  more,  years)  and 
by  level  of  responsibibty:  processing  vendors  take  no  responsibibty  for  the 
customer’s  software  apphcation  or  business  process. 

E-commerce  and  the  proliferation  of  a wide  variety  of  electronic 
exchanges  wiU  fuel  growth  of  vendors  of  processing  services  in  the 
Apphcations  Services  market.  Utility  and  other  commodity  processing 
services  wdl  grow  more  slowly,  partly  as  a result  of  unfavorable  pricing 
and  partly  as  a result  of  technological  changes  that  render  some  of  the 
services  that  utility  processors  perform  obsolete. 

“Input/output  storage  services”  include  print/scan,  CD-ROM  and  Storage 
Area  Network  services.  These  are  forecast  to  grow  somewhat  more  slowly 
than  the  higher  value-added  segments  of  the  market. 

“Other”  processing  includes  performance  monitoring,  security  services, 
authentication  and  related  services. 

The  legacy  utility  processing  services  market  will  shrink  due  to  the 
growing  dominance  of  Internet-enabled  applications. 

2.  Infrastructure  Operations  Decline  To  Be  Offset  by  Demand 
for  Internet-Managed  Services  for  E-Commerce 

The  growth  rate  of  the  Infrastructure  Operations  segment  comprises  the 
slow-growth  IT  (Platform)  Operations  segment,  with  a CAGR  of  only  1% 
over  the  period  2000-2005,  and  the  fast-growing  Internet  Managed 
Services  segment,  with  a CAGR  of  68%  over  the  same  period. 

Nevertheless,  this  sector  had  been  the  second  largest,  accounting  for  24% 
of  the  outsourcing  market  in  1996,  22%  in  1997  and  19%  in  1998,  shpping 
to  only  a forecast  of  13%  in  2005.  INPUT  projects  that  this  market  wiU 
grow  at  a CAGR  of  17%  between  2000-2005,  increasing  from  $9.6  bilHon 
in  2000  to  $20.7  billion  in  2005. 

3.  Distributed  Systems  (including  Desktop  Services)  To  Be 
Transformed 

The  U.S.  Distributed  Systems  (desktop  services)  market  reached  $6.1 
bilhon  in  1999  and  will  rise  to  an  estimated  $7.6  bilhon  in  2000.  INPUT 
forecasts  that  it  will  grow  to  $17.7  biUion  in  2005,  representing  a CAGR  of 
19%  over  the  five-year  period  ending  in  2005. 

In  the  past,  desktop  services  came  to  be  regarded  as  a “commodity” 
suitable  for  “body  shop”  vendors  (who  staff  their  operations  with 
indistinguishable  “bodies”).  As  prices  for  desktop  services  fell,  large,  high- 
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overhead  vendors  ceded  the  field  to  smaller,  speciahzed  vendors — except 
in  those  cases  where  desktop  services  could  be  bundled  together  with 
other,  more  lucrative  services.  Accordingly,  market  growth  would  be 
expected  to  fall  as  a reflection  of  lower  prices. 

Although  demand  for  desktop  services  outsourcing  benefited  from  the 
long-term  migration  of  organizations  from  centrahzed  computing 
architectures  and  away  from  mainframes,  that  trend  is  largely  a spent 
force.  Falling  hardware  prices  and  an  increasingly  competitive 
environment  for  desktop  services  drove  down  the  attractiveness  of  this 
market.  However,  INPUT  beheves  that  this  downward  trend  is  being 
reversed  as  wireless  computing  and  other  Internet  apphances  proliferate 
among  businesses. 

Over  the  next  five  years,  companies  that  find  themselves  burdened  with 
the  management  of  a large  number  of  portable,  laptop  computers, 
handheld  and  other  wireless  devices  will  turn  back  to  vendors  of 
“desktop.”  Their  domain  will  have  expanded  from  the  tangible,  wired 
desktop  to  the  virtual  desktop — resulting  in  a transformation  of  this 
market  segment  into  a more  complex  (and  profitable)  one. 

4.  Network  Management  Divides  into  Slow-growing  Traditional 
and  Fast-growing  Internet-related  Segments 

Reflecting  the  transformation  underway  from  traditional  to  e-business 
methods  of  operation,  large  amounts  of  money  are  being  spent  on 
upgrading  legacy  IT  networks  to  the  demands  of  Internet-enabled 
transactions. 

While  the  Network  Management  market  overall  is  forecast  to  grow  at  a 
CAGR  of  25%  between  the  period  2000-2005 — faster  than  the  19%  CAGR 
forecast  for  Operational  Services  as  a whole. 

The  legacy  IT  segment  is  forecast  to  grow  by  18%  compared  to  57%  for  the 
Internet  segment.  The  total  size  of  the  Network  Management  market  is 
forecast  to  reach  $26.4  billion  by  2005,  by  which  time  year-over-year 
growth  in  the  Internet  segment  will  moderate.  After  2003,  the  distinction 
between  these  two  segments  will  decline  in  importance  to  the  extent  that 
the  transformation  of  legacy  systems  will  be  largely  complete. 

5.  Application  Management  Undergoing  Rapid  Shift  as 
Transformation  to  E-Business  Advances 

The  market  for  Apphcations  Management  outsourcing  wiU  reach  an 
estimated  $2.5  biDion  by  year-end  2000  and  is  forecast  to  reach  $8.2 
billion  in  2005. 
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As  was  the  case  with  Network  Management,  the  Apphcations 
Management  outsourcing  market  comprises  the  slower-growing,  legacy  IT 
apphcations  segment  and  the  faster-growing  InternetAVeb  Apphcations 
segment — a CAGR  of  23%  for  the  former  compared  to  49%  for  the  latter 
between  2000  and  2005. 

Overall,  user  spending  is  undergoing  a significant  shift  away  from 
Infrastructure  Operations  toward  Apphcation  Management  and  Network 
Services,  if  budgets  are  assumed  to  comprise  these  three  broad  categories. 

By  2005,  INPUT  beheves  that  the  bulk  of  spending  under  the  IT  budgets 
of  most  enterprises  will  be  aUocated  to  apphcations,  including  both 
software  hcenses  and  apphcation  management  services.  At  the  same  time, 
the  greater  amount  of  spending  by  far  is  being  aUocated  to  apphcations 
that  enable  enterprises  to  compete  in  the  world  of  e-commerce  (or  e- 
government)  as  weU  as  to  advance  their  transformations  to  becoming  e- 
businesses. 

For  the  Apphcations  Management  market  overaU,  the  forecast 
Compounded  Annual  Growth  Rate  (CAGR)  over  the  period  2000-2005  is 
27%  which  is  significantly  higher  than  the  outsourcing  market  as  a whole 
(22%),  and  up  from  the  estimated  20%  growth  that  occurred  between  1998 
and  1999.  However,  it  is  also  lower  than  the  year-over-year  growth 
between  1999  and  2000  of  29%. 

6.  Applications  Services  Flow  into  Three  Distinct,  New  Streams 

The  Apphcations  Services  (formerly  “Apphcations  Operations”)  segment 
continues  to  dominate  the  U.S.  outsourcing  market,  accounting  for  nearly 
41%  of  the  2000  U.S.  market.  At  the  end  of  the  forecast  period,  in  2005, 
that  proportion  is  expected  to  dechne  shghtly  to  37%.  In  contrast,  the 
Internet  Apphcations  Services  segment,  which  includes  the  ASP  market 
for  remote  dehvery  of  third-party  apphcations,  wiU  grow  from  3%  of  the 
total  Apphcations  Operations  market  segment  to  17%  by  2005.  Year-over- 
year  growth  of  this  segment  wiU,  however,  moderate  substantiaUy  from 
85%  between  1999  and  2000  and  130%  between  2000  and  2001. 

During  the  2000-2005  forecast  period,  INPUT  estimates  that  the 
traditional,  legacy  IT  Apphcations  segment  of  the  Apphcations  Services 
market  wiU  grow  slowly  at  a CAGR  of  11%.  The  Internet  Apphcations 
Services  stream  that  represents  software  dehvered  via  the  Internet 
directly  by  software  developers,  such  as  Oracle,  PeopleSoft  and  SAP,  wUl 
grow  much  faster  at  47%. 

However,  this  growth  will  moderate  toward  the  end  of  the  period  as  many 
developers  abandon  their  direct  distribution  channels  in  favor  of 
partnering  with  ASPs — which  is  already  happening.  Accordingly,  the  very 
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high  growth  of  the  third-party  software,  or  ASP,  segment  will  moderate  as 
the  market  matures  and  as  vendor  consohdation  is  largely  completed. 

Beyond  that,  INPUT  believes  that  the  ASP  segment  itself  will 
increasingly  spht  into  some  form  of  either  Processing  Services  or  Business 
Process  Operations.  Surviving  ASP  vendors  will  need  to  move  either 
“downstream”  toward  high-volume,  speciahzed  transaction  processing,  or 
“upstream”  into  the  BPO  market  in  which  Internet  Apphcations  Services 
are  bundled  with  other  value-added  services  in  order  to  deliver 
comprehensive  solutions. 

By  input’s  definition,  “Applications  Services”  denotes  work  done  by 
vendors  to  manage  and  operate  computers  systems  in  order  to  perform 
client  business  functions,  which  includes  maintaining  (or  developing  and 
maintaining)  chent  application  systems. 

In  contrast,  “Apphcations  Management”  work  includes  full  responsibihty 
for  maintaining  and  upgrading  some,  or  aU,  of  a chent’s  applications 
systems  used  to  support  business  operations.  Vendors  doing  this  work 
often  develop  and  implement  new  apphcations  systems  for  chents.  In  both 
cases,  the  chent  mandate  is  not  hmited  to  discrete  projects,  but  extends 
beyond  12  months  in  time  and  beyond  single  functions. 

Currently,  the  distinctions  are  being  obscured  by  Apphcation  Service 
Providers  (ASPs)  that  may  take  responsibihty  for  some  maintenance  and 
upgrading  of  apphcations  along  with  computer  system  management.  In 
other  cases,  they  undertake  only  one  of  these  functions. 

ASPs  and  other  (in  effect)  Value-Added  Resehers  of  third-party  software 
(i.e.,  developed  by  a software  developer  unrelated  to  either  the  chent  or 
the  service  provider),  offer  a range  of  services,  including: 

• Hosting  the  chent’s  apphcation  at  a data  center  owned  by  the  chent; 

• Hosting  the  chent’s  apphcation  at  a data  center  owned  by  the  ASP; 

• Hosting  the  chent’s  apphcation  at  a data  center  owned  by  another 
suppher; 

• Providing  chents  with  access  to  specific  software  apphcations,  either 
over  the  Internet  or  via  a VPN  on  a turnkey  basis,  i.e.,  the  ASP  takes 
full  responsibihty  for  maintaining  and  upgrading  the  software. 

Also  important,  a growing  number  of  software  developers  are  offering 
customer’s  access  to  their  software  on  a hosted,  pay-as-you-go  rental  basis 
rather  than  seUing  traditional  hcenses.  Or,  software  developers  may 
partner  with  ASPs — the  developer  taking  responsibility  for  Apphcation 
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Management  and  the  ASP  taking  responsibility  for  Application 
Operations. 

For  the  purpose  of  this  forecast  report,  INPUT  has  segmented  both 
outsourcing  and  processing  services  markets  according  to  the  nature  of 
the  relationship  between  the  end-user  and  the  vendor.  Consequently, 
some  ASP  revenues  fall  in  the  Apphcations  Operations  management, 
some  other  categories.  INPUT  beheves  that  the  ASP,  or  software  re-seller 
market,  is  undergoing  a rapid  transformation  and  consohdation.  What 
will  emerge  within  the  next  24  months  will  be  a smaller  number  of 
financially  viable  and  tested  vendors  able  to  offer  a range  of  flexible 
products.  Many  of  those  that  contract  with  end-users  on  a monthly,  pay- 
as-you  go  basis  will  be  classified  as  vendors  of  processing  services.  Those 
that  take  complete  responsibihty  for  providing  a package  of  software  and 
services,  on  a multi-year  contract  basis,  that  constitutes  fulfillment  of  a 
distinct  business  function  will  be  classified  as  Business  Process 
Outsourcing  vendors. 

Beyond  that,  vendors  that  find  themselves  under  extreme  competitive 
pressure  in  their  initial  market  segments  are  re-inventing  themselves  as 
ASPs.  For  example,  because  most  marketplaces  generate  revenues  from 
transaction  fees,  low  trading  volume  can  foretell  financial  disaster.  When 
some  of  the  vertical  industry  partners  of  fledghng  exchanges  decide  to  set 
up  their  own  exchanges,  thereby  causing  disintermediation  of  the  pioneer 
e-marketplaces,  the  disaster  scenario  can  advance  rapidly. 

As  a defense,  some  exchanges  are  seeking  to  rent  their  software  to  small 
and  midsize  companies  that  don't  want  to  build  their  own  e-business 
applications,  or  they  hcense  e-marketplaces  to  big  companies  that  want  to 
run  private  exchanges  for  their  own  suppfiers. 

7.  Applications  Services  Market  Splitting  and  Re-Splitting 

Currently,  this  market  segment — Internet  Application  Services — Third- 
Party  Software  - is  under  intense  competitive  and  financial  pressure.  For 
example,  ForRetail.com,  a San  Francisco-based  marketplace  for  the  home- 
furnishings  and  giftware  industry,  was  recently  forced  to  revise  its 
business  model.  The  company  had  signed  up  400  manufacturers  and 
25,000  retailers,  but  lacked  significant  revenue  from  the  5%  transaction 
fee  that  it  charges  vendors.  When  For  Retail  sought  a second  round  of 
funding  in  July,  it  learned  that  investors  were  no  longer  interested  in 
funding  B2B  exchanges. 

Another  vendor,  AviationX  of  Arhngton,  Virginia,  dropped  its  exchange 
completely  in  favor  of  renting  apphcations — it  had  planned  to  build  an 
onhne  marketplace  for  the  aviation  industry.  In  July,  management 
announced  that  the  company  would  be  focusing  solely  on  providing 
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applications  for  bujring  and  tracking  spare  airplane  parts  for  regional 
airlines  that  can't  afford  to  build  their  own  e-procurement  systems. 
Unfortunately,  by  the  time  this  decision  had  been  taken,  the  airhnes 
themselves  announced  their  own  exchanges,  specifically,  a group  led  by 
Air  Canada  (ACNAF)  , Lufthansa  and  Singapore  Airhnes  and  another 
backed  by  American,  Delta  and  United  Airlines.  As  a result,  AviationX  is 
working  with  three  regional  airlines,  Mesaba  of  Minneapohs,  Chautauqua 
of  Indianapohs  and  Express  Airhnes  I of  Memphis,  Tennessee,  to  develop 
software  applications. 

AviationX  wasn’t  the  only  marketplace  that  found  itself  squeezed  into  an 
unexpected  niche.  E-Chemicals,  an  exchange  launched  in  1998  in  Ann 
Arbor,  Michigan,  competed  against  a handful  of  similar  chemical  industry 
marketplaces,  none  of  which  was  generating  sufficient  hquidity  to  survive 
independently.  As  a result,  the  company  shifted  its  emphasis  toward 
developing  software  that  lets  chemical  buyers  and  supphers  move 
contractual  relationships  online.  Now,  e-Chemicals  is  in  a good  position  to 
work  alongside,  rather  than  compete  with,  industry  coahtion 
marketplaces  being  built  by  several  giant  chemical  companies  and  those 
marketplaces  can  get  to  market  faster  by  partnering  with  e-Chemicals. 

8.  Internet-Application  Services,  Vendor-Owned  Software 

Competing  with  ASP  vendors  that  re-sell  third-party  software  (i.e.,  not 
owned  or  developed  by  either  the  ASP  or  its  customer)  is  a fast-growing 
fist  of  software  developers  which  are  attempting  to  bypass  re-seUers  and 
offer  their  product  directly  to  smaller  end-users  on  a rental  rather  than 
hcense  basis. 

Some,  like  Oracle,  have  even  proposed  giving  away  software  without 
charge.  Oracle's  customer  relationship  management  (CRM)  software  has 
been  tr3dng  to  slow  Siebel  Systems'  more  rapid  growth  as  well  as 
demonstrate  that  Oracle  is  an  innovative  leader  in  the  CRM  market.  The 
announcement  of  OracleSalesOnline.com,  a free  online  sales  automation 
system  that  is  a part  of  the  Oracle  E-Business  Suite  Hi,  was  seen  as  an 
audacious  move  because  no  associated,  identified  revenue  stream  exists 
for  the  next  12  months.  Yet,  this  initiative  could  help  Oracle  jumpstart  its 
ASP  business,  or  boost  potential  sales  of  Oracle  BackOffice.  Oracle 
expects  to  make  money  off  of  this  free  service  in  two  ways.  First,  the 
company  hopes  the  service  will  drive  sales  of  its  other  e-business 
software,  and  secondly,  it  expects  that  it  will  eventually  make  money  off 
of  the  fee-based  services. 

Exhibit  V-4  portrays  the  relative  sizes  of  the  three,  constituent 
components  of  the  forecast  Appfications  Services  market  for  2000. 
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Exhibit  V-4 

Relative  Sizes  of  Forecast  Applications  Services  Market, 

U.S.  - 2000 


Apps  Services  Market 
Subsectors 


Source:  INPUT 

9.  Business  Process  Operations’  Fast  Growth  Linked  to 
Changing  Business  Models 

The  electronic  business,  electronic  commerce-related  stream  of  the  BPO 
category  is  among  the  fastest  growing  segments  of  the  outsourcing 
market,  rising  from  $1.5  billion  in  2000  to  a projected  $12.5  biUion  in 
2005,  representing  a CAGE  of  54%.  In  contrast,  the  Non-EB/EC-related 
stream  of  the  BPO  market  is  forecast  to  grow  at  a slower  CAGE  of  24%. 
The  overall  BPO  market  is  expected  to  grow  at  CAGE  of  29%  from  $12.5 
billion  in  2000  to  $45  billion  in  2005. 

10.  Vertical  Industry  Markets 

Exhibit  V-5  provides  a forecast  for  the  U.S.  outsourcing  market  by 
industry  sector  over  the  period  2000-2005 

This  Operational  Services  forecast  includes  IT  outsourcing.  Transaction 
Processing  and  Business  Process  Operations  outsourcing.  The  vertical 
industry  breakout  of  this  total  market  has  been  separated  into  two  broad 
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categories,  outsourcing  (including  BPO)  and  processing  services  in  order 
to  better  identify  growth  trends  that  differ  by  industry  and  type  of 
operational  service.  Certain  industries  represent  a significantly  higher 
proportion  of  the  total  processing  services  market  than  they  do  of  the 
outsourcing  market. 

Exhibit  V-5 

U.S.  Outsourcing  Market  Forecast  by  Vertical  Industry,  2000-2005 


US$m 

1999 

Growth 

99-00 

2000 

Growth 

00-05 

2005 

Total  US  Outsourcing  Market  Market  (excl.  BPO) 

40,010 

19% 

47,700 

19% 

115,900 

Banking  & Finance 

10,418 

18% 

12,341 

22% 

33,789 

Business  Services 

6,006 

15% 

6,923 

20% 

17,377 

Discrete  Manufacturing 

3,229 

32% 

4,274 

21% 

10,941 

Education 

741 

6% 

783 

43% 

4,666 

Federai  Government 

2,481 

21% 

3,010 

17% 

6,597 

Health  Services 

4,073 

17% 

4,756 

18% 

10,780 

insurance 

6,945 

21% 

8,428 

21% 

21,641 

Miscellaneous  Industries 

1,642 

17% 

1,926 

22% 

5,310 

Process  Manufacturing 

2,406 

33% 

3,191 

24% 

9,171 

Retail  Distribution 

2,253 

34% 

3,010 

24% 

8,689 

State  & Local  Government 

893 

45% 

1,294 

38% 

6,436 

Telecommunications 

3,616 

17% 

4,214 

21% 

11,102 

Transportation 

2,728 

13% 

3,070 

21% 

8,045 

Utiiities 

1,355 

29% 

1,746 

21% 

4,505 

Whoiesaie  Distribution 

893 

35% 

1,204 

9% 

1,834 

Source:  INPUT 


11.  Banking  & Finance  Industry  Market,  2000-2005 

Banking  and  finance  companies  continue  to  be  more  receptive  to 
outsourcing  than  any  other  industry,  despite  their  misgivings  about 
confidentiality  of  data  and  competitive  position.  However,  a higher 
proportion  of  banking  and  finance  companies  dechne  to  permit  vendors  to 
disclose  contracts  awarded  than  in  other  industries. 

One  fast-growing  sub-segment  of  the  banking  market  for  outsourcing  and 
processing  services  calls  for  vendors  to  serve  as  the  tangible  back  office  for 
virtual  banks  that  exist  only  on  the  Internet.  Some  ventures,  such  as 
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Bank  One’s  Wingspan  have  struggled.  Others,  such  as  Prudential’s  Egg  in 
the  U.K.  have  thrived. 

This  sector  remains  one  of  the  largest  segments  of  the  outsourcing 
market,  representing  over  20%  of  the  total  U.S.  outsourcing  market  in 

1999  and  2000. 

Worth  noting,  although  banking  and  finance  enterprises  are  typically 
buyers  of  operational  and  processing  services,  there  are  some  significant 
exceptions.  In  some  cases,  as  in  the  example  of  Chase  Manhattan  bank, 
banks  are  themselves  important  vendors  of  such  services.  Scrutiny  of 
Chase  Manhattan’s  proposed  acquisition  of  J.P.  Morgan  in  September 

2000  highlighted  the  fact  that,  in  1999,  the  bank  had  derived  $3.1  billion 
of  operating  revenues  (almost  10%  of  total  revenues)  from  “global 
services,”  i.e.,  transaction  processing  for  third-parties.  Significantly,  this 
amount  was  higher  than  global  investment  banking  revenue,  and  almost 
double  the  revenue  derived  from  corporate  lending.  In  fact,  it  was  higher 
than  all  but  two  bank  businesses;  global  trading  at  $4.1  billion  and 
cardmember  services  at  $4  biUion. 

If  Chase  Manhattan  were  considered  a vendor  of  processing  services 
rather  than  a buyer,  it  would  take  the  third  rank  in  the  U.S.  market,  just 
under  First  Data  and  ADP,  with  $4.7  billion  and  $4.5  billion  in  revenues, 
respectively  (assuming  that  all  of  Chase’s  revenues  were  generated  in  the 
U.S.  market.) 

INPUT  expects  the  banking  and  finance  sector  to  exhibit  growth  rates 
consistent  with  the  overall  outsourcing  market,  growing  from  about  $12.3 
billion  in  2000  to  $33.8  billion  in  2005. 

12.  Discrete  Manufacturing  Industry  Market,  2000-2005 

The  Discrete  Manufacturing  industry  includes  a variety  of 
manufacturers,  including  food,  apparel  and  machinery  manufacturing  as 
well  as  computer  and  electronic  product  manufacturing.  From  the  point  of 
view  of  operational  services,  all  segments  of  the  market  are  expected  to 
show  strong  demand  for  IT  outsourcing.  Business  Process  Operations  and 
processing  services  as  they  transform  themselves  from  doing  business 
along  traditional  fines  to  the  new,  electronic  business  model. 

Manufacturers  are  scrambling  to  put  themselves  in  electronic  connection 
with  their  customers  and  their  suppliers  of  raw  materials,  as  well  as  with 
their  logistics  support  partners,  regulatory  authorities  and  high-potential 
electronic  exchanges.  All  of  these  initiatives  will  require  substantial 
spending  on  operational  services. 
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INPUT  projects  that  the  discrete  manufacturing  market  will  grow  at  a 
23%  CAGE  over  the  forecast  period,  increasing  from  $4.2  billion  in  2000 
to  $10.9  billion  in  2005. 

13.  Education  Market,  2000-2005 

INPUT  projects  that  the  education  sector  will  grow  only  6%  between  1999 
and  2000,  but  accelerate  rapidly  at  CAGE  of  43%  for  the  period  2000- 
2005,  significantly  higher  than  the  outsourcing  market  as  a whole. 
Forecast  market  size  is  expected  to  rise  from  $783  million  in  2000  to  $4.7 
billion  in  2005  based  on  a convergence  of  the  following,  favorable  trends: 

• Highly  politicized  initiatives  to  wire  all  U.S.  classrooms  for  the 
Internet. 

• Eapidly  proliferating  Internet-enabled,  interactive  distance  learning 
ventures  on  the  secondary  and  professional  levels. 

• Demographic  trends  favor  the  extension  of  academic  and  professional 
education  market  to  ever  older  constituencies. 

• As  the  price  of  broadband  connectivity  drops  and  the  price  of  business 
travel  rises,  an  increasing  number  of  companies  wiU  choose  to 
outsource  their  corporate  training  to  vendors  able  to  deliver 
educational  services  independent  of  geography. 

• Improvements  beyond  the  PC  in  technology  designed  specifically  for 
the  education  market  (such  as  electronic  books  and  Internet-enabled, 
hand-held  devices)  wfil  serve  as  the  catalyst  for  rapid  growth  among 
outsourcing  service  vendors  positioned  to  provide,  manage  and  render 
cost-effective  use  of  this  new  technology. 

INPUT  forecasts  a rapid  acceleration  of  spending  by  the  education 
industry  after  2000  as  new  products  are  brought  to  market  and  they  gain 
acceptance.  Private  companies,  public  and  private  educational 
institutions  as  weU  as  a wide  range  of  commercial  training  providers  are 
expected  to  spend  large  amounts  to  enable  a wide  variety  of  Internet- 
enabled,  new  services. 

While  many  educational  institutions  are  turning  to  IT  outsourcing  for 
reasons  similar  to  those  of  commercial  organizations,  their  unique 
characteristics  and  growing  size  in  the  overall  economy  is  attracting  a 
wide  range  of  IT  outsourcers  and  providers  of  processing  services. 

As  an  example  of  the  type  of  educational  spending  anticipated  by  state  & 
local  governments,  consider  the  Pennsylvania  Launches  competition  for 
'digital  school  district'  funding. 
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In  an  effort  to  spur  innovation,  maximize  buying  power  and  concentrate 
technology  resources,  officials  in  Pennsylvania  launched  a statewide 
competition  to  create  two  cutting-edge  digital  school  districts.  State 
officials  have  said  that,  “We're  looking  for  new  ideas." 

State  officials  want  schools  to  develop  innovative  plans  that  move  beyond 
traditional  uses  of  technology  in  education.  Education  officials,  striving  to 
look  beyond  what  is  currently  being  offered,  insist  that  "There  are  a lot  of 
virtual  schools  out  there,  or  distance  learning... We're  trjdng  to  do  more 
than  that,  where  everything  in  the  school  is  digitized.  How  can  we  think 
completely  differently?" 

The  state  plans  to  spend  $200  miUion  over  a five-year  period  on  education 
technology,  based  on  proposals  submitted  by  schools.  A panel  of 
nationwide  experts,  being  selected  by  state  officials,  will  help  choose  the 
winning  districts.  Reason:  "You  want  to  make  sure  you're  not  giving  $2 
million  to  someone  who  has  hired  a good  grant  writer."  Most  companies 
contract  directly  with  school  districts,  or  their  philanthropic  arms  donate 
to  universities  or  groups  of  school  districts.  They  rarely  contract  with 
state  education  departments. 

14.  Federal  Government  Market,  2000-2005 

Overall,  the  professional  services  segment  will  exhibit  the  most  growth 
over  the  next  five  years.  As  agencies  re-engineer  their  business  processes, 
distribute  their  operating  environments  and  consider,  implement  and 
web-enable  their  enterprise  applications,  professional  services  will  be 
increasingly  required.  Outsourcing  is  also  expected  to  play  an 
increasingly  significant  role  in  the  market.  As  contracts  for  desktop 
services,  such  as  Seat  Management,  ODIN  and  N/MCI  take  hold, 
outsourcing  will  become  key  to  supporting  the  organization  and  allowing 
it  to  focus  on  accomphshing  mission  objectives. 

Government  agencies  are  encouraged  to  rely  more  on  outsourcing 
services,  even  in  the  area  of  acquisition  support,  despite  increasing  anti- 
outsourcing political  maneuvers  on  Congress  by  government-employee 
unions  and  other  constituencies.  The  Federal  Activities  Inventory 
Reporting  (FAIR)  Act,  as  a further  example  of  the  wilhngness  of  the 
Administration  and  the  Congress  to  consider  outsourcing  functions 
previously  performed  only  by  government  employees,  promotes  the  use  of 
outsourced  services. 

Processing  services  includes  transaction  processing  with  some  batch-mode 
workloads.  It  previously  included  systems  operations  on  contractor-owned 
equipment  (COCO),  now  part  of  a separate  dehvery  mode  (systems 
operations)  discussed  later. 
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For  the  last  half  of  the  decade  of  the  1980s,  this  delivery  mode  continued 
to  decline  in  real  dollars  as  installation  of  new  distributed  processing 
systems  and  desktop  processors  depressed  the  need  for  outside  processing 
support. 

Transaction  processing,  previously  called  remote  computing  services 
(RCS)  and  until  1998  was  identified  as  ADPE  time  in  the  federal  IT 
budget,  has  continued  to  decline  since  FY1984,  when  growth  was 
projected  at  13%.  Transaction  processing  is  lower  now  than  in  the  1980s, 
but  remains  active  for  agencies  still  waiting  for  new  facilities.  Many  of  the 
larger  federal  data  centers  continue  to  add  capacity  and  take  on 
processing  for  other  agencies  to  partially  justify  their  own  operating 
expense. 

The  level  of  $131  million  in  FY2000  is  a further  dechne  from  $160  mdlion 
reported  in  FY1996.  This  category  will  continue  to  dechne  for  the 
foreseeable  future. 

Small  amounts  of  utihty  and  batch  processing  continue  to  appear  in 
agency  IT  expenditures,  but  have  dechned  to  about  $33  million  per  year. 
The  bulk  of  this  work  appears  in  DOD  budgets.  FY 1998  saw  a dechne,  but 
shght  increases  are  expected  over  the  next  five  years  to  $40  milhon. 

Continued  budget-deficit  reduction  actions  that  delay  implementation  of 
upgraded  systems  stimulate  this  market  beyond  levels  previously 
predicted,  to  meet  agency  productivity  goals  and  mission  objectives.  This 
could  support  vendor-supphed  disaster  recovery  and  security  backup 
systems,  if  the  agencies  cannot  instah  equipment  to  satisfy  their  needs. 
Utihties  are  also  a form  of  ADP  insurance  for  agencies  with  marginal 
processing  capacity. 

Based  on  expected,  positive  pohtical  developments,  federal  outsourcing 
expenditures  are  forecast  at  $3  bilhon  in  FY2000  and  are  expected  to 
grow  to  $6.6  bilhon  in  2005. 

Based  on  the  more  conservative  criteria  used  by  INPUT’S  federal  sector 
forecast  report,  spending  for  outsourcing  would  rise  to  only  $3.6  bilhon  in 
FY2005.  This  represents  a compound  annual  growth  rate  of  7.5%,  which 
shows  no  increase  since  the  FY1994  forecast.  It  was  not  expected  to 
return  to  the  15%  (or  greater)  level  predicted  in  1989,  unless  apphcations 
are  outsourced  at  greater  levels  than  currently  identified  by  agencies — 
which  is  the  basis  of  the  more  aggressive  estimate  used  in  this  forecast 
report.  If  so,  outsourcing  would  have  to  be  accompanied  by  a significant 
increase  in  overaU  IT  spending  levels. 

The  federal  outsourcing  market  is  currently  one  of  the  fastest  growing 
services  segments  of  the  overaU  federal  IT  market.  Many  factors  are 
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influencing  this  growth  hut  the  most  influential  is  the  Administration's 
mandate  that  all  functions  that  cannot  be  cost-  and  time-effectively 
performed  by  in-house  personnel  should  be  outsourced.  This  has  led  to 
some  controversy  over  the  last  few  years  about  the  actual  entities  to 
which  the  government  should  outsource. 

Most  logically,  the  government  would  outsource  nonmission-critical 
functions  to  private-sector  vendors.  However,  some  agencies  have  the 
capabihty  to  perform  the  same  work  that  a vendor  could  perform.  In  its 
award  of  the  ICEMAN  contract,  the  Federal  Aviation  Administration  set 
a precedent  by  awarding  its  data  center  operations  contract  to  another 
government  agency,  the  Department  of  Agriculture.  USDA  had  the  excess 
capacity  to  be  able  to  take  on  the  operation  of  the  data  center  without 
impacting  its  own  mission  requirements.  Critics  argue,  to  this  day,  that 
agencies  with  excess  capacity  should  be  downsized.  This  would  leave  no 
room  for  external  projects,  such  as  those  at  other  agencies.  Vendors 
beheve  that  this  causes  unfair  advantage  because  the  government  is  not 
subject  to  the  same  rules  of  competition  and  may  also  offer  a naturally 
lower  price. 

While  the  legislative  controversy  sparked  by  this  action  has  not  entirely 
vanished  and  continues  to  attract  attention  by  government  employee 
unions,  it  is  safe  to  expect  the  outsourcing  of  IT  functions  to  continue  to 
play  a major  part  in  the  federal  marketplace.  Historically,  all  efforts  to 
reduce  the  size  of  the  federal  civil  service  have  resulted  ultimately  in 
raising  the  demand  for  contractors,  consultants  and  outsourcers. 

One  of  the  questions  unanswered  today  is  whether  agencies  will  move 
more  aggressively  to  identify  government  IT  positions  as  part  of  their 
Federal  Activities  Inventory  Report.  In  the  first  annual  reporting  there 
were  very  few  IT  positions  identified.  Following  some  appeals  by  industry 
groups  to  the  Congress,  agencies  were  put  on  notice  to  improve  their 
reporting  intentions.  The  next  reporting  is  due  at  the  end  of  June  2000. 

As  is  normally  the  case  in  the  federal  IT  services  markets,  the  civihan 
sector  is  expected  to  experience  more  rapid  growth  than  the  defense 
sector.  This  is  also  influenced  by  some  of  the  large-scale  outsourcing 
projects  currently  under  way  at  civihan  agencies  such  as  GSA's  Seat 
Management  program,  NASA's  ODIN  project,  and  NASA's  CSOC 
initiative.  The  civihan  sector  is  expected  to  grow  from  $1.6  biUion  in  FY 
2000  to  $2.4  billion  in  FY  2005  at  a CAGE  of  7.3%  over  the  five-year 
period.  On  the  defense  side,  the  outsourcing  market  will  grow  at  a 3.8% 
CAGE  from  $0.9  bilhon  in  FY  2000  to  $1.1  bihion  in  FY  2005. 
Outsourcing  stiU  represents  one  of  the  fastest  growing  IT  market 
segments  on  the  Defense  side. 
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Federal  outsourcing  began  to  grow  again  in  FY1990,  after  experiencing 
lower  CAGRs  of  6%  to  8%  since  the  cutbacks  of  FY 1983,  when  a number 
of  new  systems  were  implemented.  The  turnaround  began  with  staffing 
restrictions,  a slowdown  of  new  system  acquisitions  imposed  by  the 
Gramm-Rudman-HoUings  Budget  Control  Act  and  a slowdown  in  Defense 
spending. 

15.  Health  Services  Market,  2000-2005 

Although  it  has  been  slower  than  other  industries  to  accept  IT 
outsourcing  due  to  legitimate  concerns  over  privacy  and  regulatory  issues, 
the  U.S.  health  care  services  market  is  set  for  rapid  growth  over  the  next 
five  years.  Average  annual  growth  of  18%  is  projected  to  reflect  contracts 
covering  a wide  range  of  functions  fi'om  front-office  automation  to  medical 
records,  diagnostic  databases  and  telemedicine. 

Results  of  a recent  industry  survey  of  1,400  outsourcing  contracts  with  38 
business  partners  on  behalf  of  860  health  care  organizations  confirm 
input’s  industry  growth  forecasts.  Survey  results  show  that,  while 
hospitals  have  been  slower  to  adopt  outsourcing  than  their  general 
industry  counterparts,  the  strategy  of  outsourcing  is  growing  rapidly  in 
health  care  organizations.  Health  care  organizations  are  increasingly 
using  outsourcing  to  help  achieve  their  business  and  financial  goals.  As  is 
the  case  in  other  industries,  strategic  use  of  outsourcing  services  means 
the  hospitals  can  focus  on  their  core  business-providing  quahty  care. 

Health  care  executives  continue  to  externalize  their  spending,  although 
they  still  lag  general  industry.  Health  care  organizations  now  spend  about 
22%  of  their  budgets  on  aU  forms  of  external  sourcing  options,  compared 
to  33%  in  general  industry.  These  external  sourcing  options  include 
supplemental  staffing  with  non-company  personnel,  outsourcing,  and 
strategic  alliance  and  joint  ventures  with  one  or  more  business  partners. 

Outsourcing  spending  in  health  care  increased  20%  from  1999  to  2000. 
There  was  a large  increase  in  the  use  of  outsourcing  among  health  care 
executives.  Average  expenditures  on  outsourcing  by  health  care 
executives  now  amount  to  16  percent  of  their  overall  budget.  At  the  same 
time  the  use  of  supplemental  staffing  declined  significantly.  Long-term 
strategic  relationships  with  specialized  service  providers  are  clearly 
replacing  the  use  of  supplement  staff  within  health  care. 

Outsourcing  is  projected  to  constitute  20%  of  health  care  budgets  by  2002. 
Outsourcing  spending  is  on  a trajectory  to  constitute  20%  of  the  average 
health  care  executive’s  budget  by  2002,  with  an  average  annual  growth 
rate  of  15%  during  the  period. 
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Smaller  health  care  organizations  (less  than  $100  million  in  revenue)  are 
now  using  external  sourcing  at  the  same  rate  as  large  organizations.  In 
1999,  larger  health  care  organizations  (greater  than  $500  million  in 
revenue)  were  taking  greater  advantage  of  outsourcing  and  external 
sourcing  options,  but  outsourcing  has  now  become  equally  attractive 
among  smaller  health  care  organizations. 

Outsourcing  in  finance,  support  services  and  chnical  operations  is  poised 
to  expand.  In  both  general  industry  and  health  care,  external  sourcing 
expenditures  differ  by  function.  Information  technology  currently  has  the 
largest  portion  of  the  external  sourcing  budget  (19%).  In  1999,  clinical 
operations  was  the  least  externally  sourced  area  of  the  four  surveyed 
(chnical,  support  services,  information  technology  and  finance).  However, 
chnical  outsourcing  spending  grew  13%  between  1999-2000,  the  highest 
growth  rate  of  any  functional  area,  and  now  represents  more  than  12%  of 
total  external  spending.  Over  the  next  two  years,  finance  and  support 
services  show  the  greatest  potential  for  growth  in  external  spending. 

Experience  with  outsourcing  is  a key  factor  in  its  acceptance.  The  findings 
suggest  that  health  care  executives  who  are  experienced  with  outsourcing 
have  a more  positive  perception  of  outsourcing's  ability  to  dehver  low-cost, 
high-quahty  innovation  and  speed  to  market. 

16.  Insurance  Industry  Market,  2000-2005 

Insurance  companies  generate  an  enormous  volume  of  paperwork, 
transactions  that  need  processing  and  costs.  Accordingly,  it  benefits  from 
ah  types  of  operational  services,  including  IT  outsourcing.  Business 
Process  Outsourcing  and  processing  services.  Similar  to  the  painful 
transition  of  the  securities  brokerage  industry  from  a high-margin,  high- 
cost  broker  dehvery  model  to  a low-margin,  low-cost  onhne  brokerage 
model,  insurance  companies  are  learning  how  to  five  with,  and  benefit 
from  the  Internet.  For  better  or  worse,  insurance  products  remain 
sufficiently  complex  and  resistant  to  comparison  to  make  them  less 
amenable  than  securities  trading  to  any  quick  move  to  onhne  channel 
distribution. 

Nevertheless,  even  if  the  sales  front-end  of  the  industry  lags  other 
industries  in  the  use  of  operational  services,  internal  and  back-end 
processes  are  being  moved  to  an  electronic  business  model  more  rapidly. 
This  process  is  being  fueled — as  is  the  case  elsewhere — by  the  desire  to 
cut  costs  and  improve  competitive  position,  as  well  as  by  a strong  need  to 
comply  efficiently  with  regulatory  authorities  and  provide  improved 
customer  service. 

INPUT  projects  that  this  market  will  grow  at  an  average  annual  growth 
rate  of  21%  over  the  next  five  years,  expanding  this  market  from  $8.4 
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billion  in  2000  to  $21.6  billion  in  2005,  and  making  it  the  second-largest 
sector  in  the  overall  U.S.  outsourcing  market. 

17.  Process  Manufacturing  Industry  Market,  2000-2005 

The  diverse  segments  of  the  Process  Manufacturing  industry  show  no 
single  pattern  of  activity  in  regard  to  operational  services.  Ranging  from 
oil  & gas  producers,  to  mining  operations,  food  and  beverage 
manufacturers,  textiles,  chemicals,  paper  and  plastics  manufacturers, 
each  segment  has  a differing  profile  of  needs  in  regard  to  IT  outsourcing. 
Business  Process  Outsourcing  and  processing  services.  Yet,  overall, 
INPUT  expects  continuing,  high  relative  demand  for  operational  services 
support  in  every  IT  dehvery  category  from  Infrastructure  Operations  to 
Application  Management. 

In  general,  this  industry  comprises  large,  traditional,  weU-established 
enterprises  that  are  making  a transition  from  legacy  business  systems 
and  processes  to  the  new  electronic  business  model.  This  transition  will, 
of  necessity,  proceed  rather  slowly,  but  the  urgency  of  the  process  will 
serve  as  the  catalyst  for  significant  growth  of  spending  for  operational 
services  due  to  the  IT  skills  shortage,  high  turnover  and  the  need  for 
highly  specialized  skdls  sets  that  cannot  easily  be  acquired  and  retained 
(cost-effectively)  by  companies  in  this  industry. 

Average  annual  growth  of  24%  reflects  the  continuing  strength  of  the  U.S. 
economy,  competitive  pressures  resulting  from  globalization  of  markets 
and  the  urgent  need  for  manufacturers  to  improve  efficiency  and  cut  costs 
when  they  are  unable  to  raise  prices  in  a low-inflation  environment. 


CYNDC1 


© 2000  by  INPUT.  Reproduction  Prohibited. 


75 


A Special  Analysis  of  the  U.S.  Commercial  IT  Outsourcing  Market 


INPUT 


Analysis  of  Select  Outsourcing 
Vendors 


In  an  attempt  to  identify  potential  correlations  between  a vendor’s 
financial  performance  and  its  market  positioning,  INPUT  selected  the 
following  companies  as  representative  of  both  the  commercial  and  federal 
IT  outsourcing  markets. 

They  are: 

ACS,  AMS,  CSC,  EDS,  Fed  Data/Logicon,  Getronics,  Raytheon,  SAIC, 
UNISYS,  CACI,  Exult,  BIsys,  Compaq,  Convergys,  Entex,  Fiserv,  Keane, 
OAOT,  Perot  Systems,  USInternetworking. 

Some  of  these  vendors  are  active  primarily  in  the  federal  market,  such  as 
CACI;  some  are  active  entirely  in  the  commercial  market,  such  as 
Convergys.  Some  are  entirely  IT  outsourcers,  such  as  Exult.  For  others, 
IT  outsourcing  comprises  only  a small  part  of  total  revenues,  as  is  the 
case  with  Raytheon.  A few,  such  as  Bisys  and  Fiserv,  are  entirely 
specialized  in  a particular  vertical  industry — here  banking  and  other 
financial  services. 

Some  are  independent,  such  as  ACS;  others  are  operating  units  of  larger, 
global  organizations,  as  is  the  case  with  the  Wang  federal  market  unit 
within  Getronics  or  the  Entex  unit  within  Siemens. 

These  differing  company  characteristics  make  it  impossible  to  draw 
definitive  conclusions  from  the  data,  because  multiple  variables  preclude 
entirely  accurate  comparisons.  Nevertheless,  as  can  be  seen  in  the 
exhibits  that  follow,  some  trends  are  visible. 

Overall,  INPUT  ranks  this  select  list  of  companies  as  follows  in  regard  to 
their: 

• Participation  in  the  U.S.  market; 
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• Proportion  of  revenues  derived  from  IT  outsourcing; 

• Orientation  in  regard  to  federal  versus  commercial  business. 


Exhibit  VI-1 


Vendor  Ranking 


Primarily  U.S.  Commercial  IT  outsourcing 
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Market  Positioning  and  Strategy 

Underljdng  the  decision  regarding  whether  to  increase  a company’s  level 
of  business  in  the  area  of  IT  outsourcing,  particularly  outside  of  the 
federal  market,  is  the  assumption  that  this  market  segment  is  more 
profitable.  The  challenge  is  to  determine  whether  this  assumption  is  true 
and,  if  so,  what  extent. 

Unfortunately,  the  ability  to  test  this  assumption  accurately  depends  on 
being  able  to  assemble  a significantly  large  amount  of  data  for  a 
representative  sample  of  vendors — and  both  aspects  of  this  effort  are 
problematic. 

INPUT  began  with  a representative  sample  of  vendors  that  are  active  in 
var5dng  degrees  in  both  the  U.S.  commercial  and  U.S.  federal  IT 
outsourcing  markets.  However,  because  of  the  substantial  differences  in 
their  market  positioning  (and  difficulties  in  gathering  comparable 
financial  data),  potential  conclusions  were  weakened  by  an  excessive 
number  of  variables. 

In  an  effort  to  reduce,  or  normalize  these  variables,  INPUT  ranked 
vendors  according  to  weighted  factors  that  included  the  extent  to  which 
the  vendor: 

• Derives  revenues  from  the  U.S.  market 

• Derives  revenues  from  IT  outsourcing 

• Participates  in  the  commercial  IT  outsourcing  market. 

For  example,  as  shown  in  Exhibit  VI-2,  vendors  vary  substantially  in 
regard  to  the  proportion  of  their  revenues  generated  by  the  U.S.  market. 

Even  so,  they  display  great  variation  depending  on  their  specific 
characteristics.  While  USInternetworking,  a leading  Annapofis, 
Maryland-based  ASP,  is  not  active  outside  of  the  U.S.,  its  revenues  are 
small  ($5-40  million)  and  it  is  not  profitable.  In  contrast,  Raytheon  is  also 
active  entirely  in  the  U.S.  market,  but  has  revenues  of  about  $20  billion. 

Most  vendors  analyzed  here  are  pubhc  enterprises,  but  not  all:  SAIC  is  an 
employee-owned  organization;  Fed  Data,  Logicon  and  Litton/PRC  are 
well-defined,  but  wholly  owned  operating  units  of  Northrup  Grumman. 
Germany’s  Siemens  AG  recently  acquired  Entex,  which  has  a prominent 
position  in  the  desktop  services  market  segment.  Similarly,  Wang  Global, 
which  has  been  prominent  in  the  U.S.  federal  market,  was  recently 
acquired  by  Amsterdam-based  Getronics,  a global  organization  that  (with 
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Wang)  derives  less  than  20%  of  its  revenues  from  the  U.S.  market.  OAOT 
is  a publicly  held  company  that  is  active  in  the  commercial  market,  buy 
affiliated  indirectly  with  privately  held  OAO  Corp,  which  is  a federal 
market  vendor  (the  CEO  of  OAO  Corp  is  on  the  Board  of  Directors  of 
OAOT). 

Ideally,  analysis  would  have  been  hmited  to  comparable,  pubhcly  held 
vendors.  Yet,  that  approach,  too,  would  have  posed  analytic  problems 
because  it  would  have  excluded  organizations  that  are  important, 
prominent  and  informative. 

Therefore,  the  exhibits  that  follow  and  the  modest  conclusions  associated 
with  them,  at  best,  suggest  directions  for  further  research  based  on 
additional  data  and/or  a consideration  of  additional  vendors.  The  data 
presented  here  should  be  considered  prehminary.  As  such,  they  do 
provide  a strong  underpinning  for  a decision  for  a decision  to  enter  the 
U.S.  commercial  IT  outsourcing  market — at  best,  they  illustrate  the 
variety  of  results  possible. 
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Exhibit  VI-2 


Select  Vendors’  Market  Orientation 


Geographical  Market  Orientation 
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Exhibit  VI-3  demonstrates  the  extent  to  which  the  largest  IT  vendors 
have  advanced  the  global  diversification  of  their  sources  of  revenues.  For 
example,  although  EDS  holds  a prominent  position  in  both  the  U.S. 
federal  and  commercial  IT  outsourcing  markets,  the  U.S.  generates  only 
two-thirds  of  its  total  revenues.  CSC  derives  even  less  than  two-thirds  of 
its  total  revenues  from  the  U.S.  market. 

At  the  bottom,  as  an  operating  unit  Wang  derives  aU  of  its  revenues  from 
the  U.S.  market,  but  these  represent  less  than  20%  of  parent  Getronics’ 
global  revenues. 

From  another  point  of  view,  Raytheon  may  be  a totally  U.S.  market 
vendor,  but — as  can  be  seen  in  Exhibit  VI-3 — it  is  only  marginally  active 
in  IT  outsourcing. 
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AMS  derives  most  of  its  revenue  from  the  U.S.  market  and  is  these  are 
generated  almost  equally  from  pubhc  sector  and  commercial  markets, 
making  it  one  of  the  most  representative  vendors  analyzed. 


Exhibit  VI-3 


Relative  Vendor  Size  by  1999  Revenues 


The  logarithmic  scale  of  Exhibit  VI-4  portrays,  but  masks,  the 
tremendous  variation  in  size  between  the  vendors  under  consideration. 

At  one  extreme.  Exult  is  newly  operational  and  had  virtually  no  revenues 
in  1999,  the  base  year.  In  2000,  it  gained  prominence  by  signing  an 
impressive,  $1  bdlion  outsourcing  contract,  which  will  generate 
significant  revenues  in  subsequent  years. 

USInternetworking  is  growing  revenues  rather  impressively,  but,  as  can 
be  seen  elsewhere,  continues  to  spend  even  greater  amounts  on  capital 
investments  as  well  as  sales  and  marketing,  so  that  it  remains  dependent 
on  the  capital  markets  for  survival. 
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At  the  other  end  of  the  spectrum,  while  Compaq  has  revenues  in  excess  of 
$42  billion,  it  derives  less  than  20%  from  services  and  even  less  than  that 
from  IT  outsourcing. 


Exhibit  Vi-4 


Comparative  Proportion  of  Revenues  Derived 
from  IT  Outsourcing 


Outsourcing  Intensity 


Source:  INPUT 

Considering  only  the  proportion  of  revenues  a vendor  derives  from 
outsourcing.  Exult,  Entex  and  Convergys  rise  to  the  top  of  the  Hst. 
However,  this  ranking  is  misleading  for  several  reasons. 

As  indicated  earlier,  Entex  is  now  an  operating  unit  of  Siemens  AG, 
which  is  a highly  diversified,  global  organization  that  derives  a relatively 
small  proportion  of  its  total  revenues  either  from  IT  outsourcing,  or  from 
the  U.S.  market.  Entex,  despite  having  achieved  a position  as  a 
prominent  vendor  in  the  U.S.  desktop  services  market  was  not  profitable 
at  the  time  of  its  acquisition. 
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The  next  tier  of  vendors,  Convergys,  Bisys,  Fiserv  and  ACS,  which  are 
very  active  in  the  U.S.  outsourcing  market,  are  profitable,  but — worth 
noting — only  one  of  them  (ACS)  is  in  the  pubhc  sector  market.  Convergys 
and  BISYS  both  insist  that  they  are  “agnostic”  regarding  whether 
customers  purchase  on  a “product”  or  “service”  (outsourced)  basis, 
believing  that  customers  benefit  from  having  such  flexibifity. 


Exhibit  VI-5 


Public  Sector  Market  Intensity 


Some  vendors  include  their  pubhc  sector  work  in  the  “commercial” 
market;  others  include  as  part  of  their  “federal”  market  business.  For  that 
reason,  Exhibit  VI-6  normahzes  the  data  in  order  to  portray  accurate, 
comparable  rankings. 

Subsequent  exhibits  portray  relative  vendor  profitability  correlated  to  the 
intensity  of  their  participation  in  IT  outsourcing.  These  data  are  then 
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compared  to  other  factors.  Note  that  the  10%  figure  for  Getronics 
represents  the  parent  organization,  which  obscures  the  federal  market 
orientation  of  its  Wang  unit.  Worth  noting,  the  top  half  of  vendors  shown 
here  as  active  in  pubhc-sector  markets  are  NOT  primarily  IT  outsourcers. 


Exhibit  VI-6 


U.S.  Commercial  Intensity 
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Seen  from  the  opposite  point  of  view.  Exhibit  VI-6  portrays  vendors  based 
on  their  commercial  market  activity.  As  indicated  earher,  Getronics  is 
primarily  in  the  commercial  market — but  outside  of  the  U.S. 

UNISYS  ranks  in  the  middle  in  regard  to  commercial  versus  federal 
orientation,  but,  as  noted  earher,  outsourcing  accounts  for  only  16%  of 
revenues,  of  which  40%  are  generated  outside  of  the  U.S. 

Similarly,  Compaq  ranks  near  the  bottom  of  all  vendors  here  because  a 
high  proportion  of  its  total  revenues  are  generated  outside  of  the  U.S. 
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ACS  and  SAIC  , which  rank  in  the  middle,  are  most  representative  of  the 
medians,  being  active  in  outsourcing,  in  both  the  federal  and  commercial 
markets,  and  primarily  in  the  U.S. 


Exhibit  VI-7 


Market  Ranking  by  Factors 


Adjusted  Market  Ranking 


D Factors:  Geograpy,  Outsourcing  intensity,  Market  Orientation 
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Exhibit  VI-7  portrays  a composite,  weighted  ranking  of  vendors  that 
considers  multiple  factors,  including  geography,  extent  of  outsourcing 
activities,  and  extent  of  orientation  toward  the  U.S.  commercial  market. 

Of  the  top  four  ranked  vendors,  two  (OAOT  and  USI)  are  small  and 
relatively  newly  formed  organizations.  Fed  Data/Logicon’s  parent 
Northup  Grumman  and  Raytheon  are  very  large  DoD  vendors  with  high 
exposure  to  the  commercial  market,  but  with  less  experience  in  IT 
outsourcing. 
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Financial  Performance 

Because  of  the  wide  disparities  between  the  market  profiles  of  the 
vendors  under  analysis,  there  is  no  obvious  correlation  between  their 
respective  levels  of  participation  outsourcing  and  their  respective  levels  of 
net  profit. 

Exhibit  VI-8,  below,  plots  vendors’  increasing  proportion  of  revenues 
generated  by  outsourcing  to  their  most  recent  gross  profit  margin 
percentage.  (Gross  profit  provides  a better  basis  for  comparison  than  net 
profit  because  net  figures  can  reflect  a number  of  nonoperating 
influences.) 


Exhibit  VI-8 


Outsourcing  Intensity  and  Gross  Profit  Margin 
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Excluding  Exult  and  OAOT  (with  minimal  profit)  and  USI  with  losses), 
vendors  that  are  relatively  more  active  in  the  outsourcing  market  appear 
marginally  more  profitable  than  those,  such  as  Raytheon  and  Fed 
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Data/Logicon,  which  are  both  minimally  active  in  outsourcing  and 
commercial  markets.  CACI  stands  out  as  an  exception,  being  very 
profitable  despite  a low  level  of  outsourcing  activity. 

Mid-tier  companies,  such  as  CSC,  EDS,  Getronics  and  Perot  Systems, 
show  a convergent  level  of  profitabihty  that  reflects  their  larger  size, 
geographical  and  business-line  diversification. 

Exhibit  VI-9  plots  vendors’  levels  of  outsourcing  activity  to  their  operating 
margins. 


Exhibit  VI-9 


Outsourcing  Intensity  to  Operating  Margin 


Operating  margins  show  a substantially  different  profile  from  that  of 
gross  profit  margins.  This  series  of  data  is  one  of  the  most  relevant  on 
which  to  compare  the  relative  attractiveness  of  the  commercial  IT 
outsourcing  market  compared  to  all  other  alternatives. 
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Here,  the  top-five  outsourcers  show  an  average  operating  margin  of  13.6% 
compared  to  an  average  of  6.6%  and  6.7%  for  the  bottom  five  and  the 
center-tier  vendors,  respectively.  UNISYS  stands  as  exceptional  based  on 
the  achievement  of  an  equal  operating  margin  percentage  as  Keane, 
despite  a much  lower  level  of  outsourcing  activity,  16%  versus  60%. 


Exhibit  VI-10 


Correlation  of  SG&A  to  Outsourcing  Intensity 


Outsourcing  Intensity  and  SG&A 
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Because  survey  respondents  were  asked  whether  they  beheved  that  sales 
and  marketing  costs  were  higher  in  the  commercial  market  than  the 
federal  market,  INPUT  examined  whether  outsourcers  as  a group  had 
higher  levels  of  SG&A. 

In  fact,  with  the  exception  of  CACI  as  an  obvious  outher  at  32%,  the  top 
tier  of  outsourcers  does  appear  to  have  a somewhat  higher  level  of  costs 
than  the  mid-tier  that  includes  CSC,  EDS,  Perot  and  OAOT. 
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Exhibit  VI-11 


Outsourcing  Intensity  to  Net  Profit 


Correlation;  Outsourcing  Intensity  to  Net  Profit 
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As  indicated  earlier,  net  profit  margins  are  subject  to  a variety  of 
nonoperating  influences  that  make  them  less  indicative  of  outsourcing 
profitability  than  operating  margins. 

USI,  Exult,  Entex  and  OAOT,  in  fact,  are  unprofitable  enterprises,  but 
have  been  shown  in  Exhibit  VI- 12  as  negligibly  profitable  in  order  to 
facilitate  the  display  of  data. 

On  average,  the  top  six  vendors  (excluding  Exult  and  Entex)  have  a net 
profit  margin  of  6.9%  compared  to  an  average  of  5%  for  the  remaining 
vendors  that  are  less  active  in  outsourcing  (excluding  USI). 
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Exhibit  VI-12 


Outsourcing  Intensity  to  Return  on  Assets 
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Correlation:  Outsourcing  Intensity  to  Return  on  Assets 
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Survey  participants  were  asked  whether  they  beheved  that  access  to 
capital  was  a barrier  to  participation  in  new  markets  for  IT  outsourcing. 
Few  respondents  beheved  this  was  a factor  in  winning  new  business  (but 
many  admitted  that  size  mattered). 

As  another  way  of  approaching  the  same  issue,  INPUT  plotted  vendors’ 
outsourcing  activity  to  their  ROA  levels  on  the  theory  that,  were 
outsourcing  to  require  less  profitable  aUocations  of  capital,  their  ROA 
levels  would  look  comparatively  weak. 

In  fact,  the  data  show  no  clear  trend.  Excluding  Entex  and  USI,  the  top 
tier  of  outsourcers  do  not  show  financial  performance  that  differs 
markedly  from  the  remaining  vendors.  Worth  noting,  Compaq  shows  the 
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highest  ROA  even  though  it  is  in  the  bottom  tier  of  vendors  in  regard  to 
outsourcing  intensity.  Excluding  Compaq,  the  remaining  vendors’ 
performance  is  similar  to  that  of  the  top-tier  outsourcers. 


Exhibit  VI-13 

Level  of  1999  SG&A  Expense  Correlated  with 
Year-over-Year  Change 


SG&A  with  YOY  % Change 
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Exhibit  VI- 13  plots  vendors’  nominal  level  of  SG&A  against  the  year-over- 
year change  in  SG&A  in  order  to  determine  whether,  or  not,  any  trends 
are  discernible  between  vendors  with  higher  and  lower  levels  of 
outsourcing  activity. 

Even  dismissing  USI  and  AMS  as  outliers,  no  such  trend  is  evident.  In 
fact,  SG&A  dechned  sharply  at  OAOT,  Getronics  and  EDS,  while  rising 
markedly  at  Compaq,  Convergys  and  Perot  Systems.  Without  additional 
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data,  it  is  impossible  to  say  how  much  of  these  fluctuations  is  attributable 
to  outsourcing  activity  and  how  much  to  other  businesses. 


Exhibit  VI-14 


Effective  Tax  Rates  Correlated  to  Adjusted 
Ranking  as  Outsourcers 


Correlation:  Effective  Tax  Rate  and  Outsourcing 


□ Ranking  El  Effective  tax  rate  | 


Source:  INPUT 

Exhibit  VI- 14  portrays  the  relationship  between  vendors’  effective  tax 
rates  and  their  levels  of  outsourcing  activity  (tax  rates  are  at  the  tops  of 
the  columns;  levels  of  outsourcing  are  indicated  inside  each  column). 

Although  there  are  significant  discrepancies  between  vendors’  levels  of 
taxation,  the  trendline  for  effective  tax  rates  dips  only  shghtly  to  the  left 
in  favor  of  the  less  active  outsourcers. 
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1.  Federal  Market 

A cross-section  of  federal  market  vendors  (but  not  primarily  outsourcers), 
ranging  in  size  (annual  revenue)  from  $10  million  to  $1  billion,  or  more, 
show  shows  a high  level  of  consistency  over  the  past  decade.  Based  on  by 
a series  performance  metrics  data,  a leading  trade  publication  reached  the 
following  conclusions: 

• Several  important  performance  measures  are  improving,  including 
revenue  growth  rates,  operating  profit  performance  (earnings  before 
interest  and  taxes)  and  net  income  return  on  shareholders  equity. 

• A representative  group  of  private  federal  vendors  showed  a significant 
increase  in  year-over-year  revenue  growth  during  1998-1999,  relative 
to  previous  periods. 

• On  average,  the  federal  vendor  group  grew  revenue  18-20%  annually 
compared  to  10-12%  in  each  of  the  previous  five  years.  Acquisitions  by 
several  active  private  companies  contributed  to  this  result. 

• Also,  since  the  1994-1996  period,  the  cost  of  interest-bearing  debt 
increased  about  230  basis  points,  or  about  25%  above  the  9%  level 
prevaihng  in  the  earlier  period. 

• On  a percentage  of  revenue  basis,  during  the  1996-1999  period,  total 
invested  capital  ranged  from  17-22%  of  sales,  with  about  one-third  in 
interest-bearing  debt  and  two-thirds  in  equity. 

• Effective  net  working  capital  (current  assets,  less  cash,  minus  current 
habilities,  less  interest-bearing  debt)  ranged  from  10-12%  of  sales. 
Typically,  net  fixed  assets  fall  in  the  range  of  3-5%  percent  of  sales. 

• Assuming  margin  improvement  of  one-quarter  to  one-half  percent 
annually  and  compounded  annual  revenue  growth  of  10%,  over  the 
next  five  years,  pubhc  company  per-share  values  could  grow  by  85%. 

• A capable  industry  competitor  could  triple  its  share  value  over  five 
years  either  by  increasing  revenue  growth  to  25%  compounded 
annually,  at  a steady  5%  EBIT  margin,  or  increasing  the  EBIT  margin 
by  one-half  percent  per  year,  while  retaining  a 10%  annual  revenue 
growth  rate. 
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2.  Commercial  Market 

While  there  is  some  concern  that  corporate  IT  budgets  may  shrink 
significantly  in  2001,  spending  for  outsourcing  projects  will  not  likely  be 
affected  directly.  Reason;  a growing  amount  of  spending  for  IT 
outsourcing  is  expanding  beyond  the  traditional  IT  budget. 

While  pre-recession  alarm  bells  have  been  ringing  for  the  U.S. 
macroeconomy,  customer  demand  for  a variety  of  services  to  support  Web 
site  development,  networking  and — overall — the  transition  to  e-business, 
continues  to  be  strong.  Managements  believe  that  they  must  take 
advantage  of  any  temporary  weakness  in  the  market  insofar  as  possible  to 
reinforce  their  own  capabihties.  Accordingly,  none  of  the  users  who 
responded  to  INPUT’S  survey  reported  any  intention  to  reduce  spending 
on  IT  outsourcing. 

On  the  contrary,  financial  pressures  may  induce  smaller  companies  to 
outsource  as  a means  of  coping  with  multiple  inabilities  to  meet  their 
needs  internally. 

Vendors  are  coping  with  margin  pressure  by  attempting  to  streamhne 
their  own  cost  structures  (which  promotes  the  growing  trend  of  IT 
vendors  outsourcing  noncore  functions  to  other  IT  vendors,  such  as 
Microsoft’s  award  of  a desktop  services  contract  to  Entext,  or  EDS’s  award 
to  Pinacor  for  contract  fulfifiment  for  equipment).  Also,  vendors  are 
continually  striving  to  enhance  their  value  proposition  with  customers  so 
that  price  retains  a lower  priority  in  customer  decision-making. 

In  that  spirit,  vendors  are  taking  an  increasingly  hard  look  at  the  types  of 
outsourcing  services  that  it  can  provide  profitably.  For  example,  formerly 
“pure”  ASPs  such  as  USI  have  come  to  the  reahzation  that  the  only  way  to 
achieve  profitability  is  to  assure  that  at  least  20%  of  revenues  can  be 
generated  by  higher-margin  consulting  business.  Inspired  by  IBM’s 
success  in  offsetting  dechning  profits  from  sales  of  hardware  with  services 
income,  Compaq  is  attempting  (with  difficulty)  to  do  the  same. 

Overall,  vendors  want  to  be  able  to  offer  customers  a mix  of  custom 
consulting,  IT  outsourcing  and  non-IT  services,  such  as  BPO,  facilities 
management,  equipment,  or  contract  staffing  services.  As  noted  earher, 
critical  all  of  these  efforts  is  having  good  knowledge  of  specific  vertical 
industries.  Without  that  expertise,  penetrating  new  accounts  will  remain 
very  difficult  to  accomplish  profitably.  There  will  always  be  a demand  for 
low-margin,  commodity  services,  but  vendors  tempted  into  this  market 
win  find  success  very  difficult  to  achieve  and  maintain. 

As  numerous  vendors  have  demonstrated  over  the  past  year — and 
continue  to  demonstrate — building  revenues  while  losing  money  is  an 
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unsustainable  and  unappreciated  feat  under  today’s  market  conditions, 
even  if  defensible  in  theory. 
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1.  Federal  Market  Vendors 

Overall,  the  federal  market  continues  to  be  attractive  based  on  the 

following  favorable  developments: 

• Nearly  one-half  of  civilian  jobs  in  the  federal  government  could  be 
outsourced  to  private  firms  under  the  1998  Federal  Activities 
Inventory  Reform  (FAIR)  Act,  according  to  the  final  year  2000  hst  of 
jobs  released  by  the  Office  of  Management  and  Budget  recently. 

• Overall,  115  federal  agencies  submitted  lists  of  1.7  milbon  federal 
positions.  Of  those  jobs,  roughly  50%  were  identified  as  'commercial  in 
nature',  meaning  that  the  work  could  be  performed  in  the  private 
sector.  (The  list  was  relatively  unchanged  from  last  year.) 

• The  Defense  Department  fisted  452,807  civihan  jobs  that  could  be 
performed  in  the  private  sector  on  its  FAIR  Act  inventory,  but  only 
178,771  of  those  jobs  are  truly  candidates  to  be  contracted  out.  Most  of 
the  other  positions  are  exempt  from  commercial  competition  for 
various  reasons. 

• The  Energy  Department  hsted  9,941  jobs  that  could  be  contracted  out, 
while  the  Interior  Department  identified  about  18,000.  Over  the  next 
few  years,  these  numbers  are  likely  to  rise  at  aU  agencies. 

• Federal  budget  surpluses  provide  both  the  Bush  administration  and 
Congress  with  the  ability  to  fund  priority  programs,  and  many 
observers  believe  that  incremental  spending  will  increase. 

• In  particular,  the  Bush  administration  has  prioritized,  among  other 
things,  national  defense  and  inteUigence  agencies  for  increased 
funding.  The  pending  Quadrennial  Defense  Review  will  likely 
continue  to  emphasize  increased  government  spending  on  technology 
as  a response  to  projected  threats. 

• Bush’s  budget  is  expected  to  include  a $100  miUion  fund  that  would 
run  IT  programs  across  government,  similar  to  one  he  created  in 
Texas,  where  he  had  experience  working  with  technology.  As 
governor,  he  called  for  giving  all  Texans  easy,  direct  access  to 
information  on  state  programs  and  services,  and  the  “e-Texas  plan” 
has  been  called  one  of  the  most  advanced  in  the  nation.  He  cut  the 
state  Internet-access  and  data-processing  taxes  and  signed  legislation 
increasing  salaries  for  many  IT  positions  in  Texas. 
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• The  contradictory  desire  to  reduce  headcount  in  the  federal  civil 
service  while  increasing  services  provided  make  higher  levels  of 
outsourcing  inevitable. 

This  will  require  identifying  operating  units  that  can  and  should  be 
outsourced  (in  the  face  of  continued  resistance  by  government  employee 
unions),  followed  by  completion  of  an  A-76  review,  and  on  through 
contractor  proposal  solicitation  and  selection. 

There  has  been  much  speculation  regarding  the  extent  to  which  IT 
vendors  may  benefit  from  a renewed  effort  by  the  Bush  administration  to 
appoint  a federal  CIO  with  a broad  mandate. 

One  likely  result  of  this  broad  view  will  likely  be  an  expansion  of  interest 
in  BPO  contracts  that  incorporate  IT  functions  along  with  a variety  of 
non-IT  responsibihties.  PricewaterhouseCoopers  has  had  much  success  in 
this  market  segment  on  the  commercial  side.  CSC  and  Lockheed  Martin 
have  received  a number  of  large  contracts  in  the  federal  segment  of  this 
market. 

For  example,  in  January  2001,  Lockheed  Martin  Aircraft  & Logistics 
Centers'  was  chosen  by  the  Defense  Logistics  Agency  (DLA)  to  manage 
aircraft  parts  support  for  the  C-5  Galaxy  aircraft  under  a $l.lbLfiion, 
three-year  contract  that  has  options  for  extension.  Under  terms,  Lockheed 
will  function  as  a supply  and  distribution  manager  to  dept  maintenance 
facilities  and  worldwide  customers.  Aircraft  and  logistics  centers  will  also 
establish  information  systems  that  will  enable  DLA's  supply  centers  to 
place  and  track  electronic  orders,  giving  customers  total  asset  visibihty 
through  the  Internet. 

According  to  the  Office  of  Management  and  Budget,  agencies  already 
spend  $114  billion  a year  on  five  categories  of  services: 

• R&D 

• Construction, 

. ADP 

• Architecture/engineering  tasks;  and 

• Miscellaneous  work,  including  everything  from  janitorial  services  to 
consulting. 

Outsourcing  will  likely  continue  to  grow  as  agencies  respond  to  pressures 
to  reduce  headcount.  Austerity  will  prevail  while  Congress  and  the  White 
House  strive  to  cut  more  than  $900  biUion  in  projected  government 
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spending  over  the  next  seven  in  a continuing  effort  to  eliminate  the 
federal  debt. 

Because  future  DoD  budgets  are  expected  to  dechne  in  absolute  terms 
(barring  a dramatic  change  in  priorities  by  the  Bush  Administration), 
funding  for  modernization  efforts  will  have  to  come  from  savings  in 
support  operations  such  as  depot  maintenance,  base  services  and  health 
care-areas  (defined  by  some  as  ideal  for  privatization).  From  a contrarian 
point  of  view,  the  Electronic  Industries  Association  expects  DoD's 
procurement  budget  actually  will  actually  increase  in  the  next  decade 
while  the  overall  defense  budget  continues  to  fall.  EIA  attributes  the 
predicted  rise  to  privatization  of  support  operations. 

Some  would  go  farther.  The  Reason  Foundation  insists  that  an 
aggressive,  governmentwide  privatization  campaign  could  lower  federal 
spending  by  as  much  as  40%  and  yield  more  than  $350  biUion  in  one-time 
proceeds  from  the  sale  of  federal  assets.  The  Defense  Department 
reported  to  Congress  that  in  programs  it  managed  to  outsource  last  year, 
operating  costs  were  cut  by  an  average  of  31%.  One  explanation:  "In- 
house  support  staffs  have  little  incentive  to  improve  productivity  levels, 
but  an  outside  contractor  knows  that  it  will  be  tossed  out  and  replaced  by 
a better  performing  competitor  unless  quahty  is  improved  and  costs  are 
cut,"  (Peter  Drucker). 

2.  Commercial  Market 

Three  primary  trends  will  have  the  greatest  impact  on  the  development 
of  the  U.S.  commercial  IT  outsourcing  market  and  on  the  profitabdity  of 
vendors  serving  that  market.  These  include: 

• The  continuing  transition  from  traditional  business  to  e-business  (see 
Lou  Gerstner’s  keynote  address  in  the  Appendix  for  insights  into  this 
process); 

. The  prohferation  of  mobile  computing  together  with  the  development 
of  e-commerce,  or  “m-commerce,”  and  the  challenges  that  this  poses  to 
both  providers  of  infrastructure,  network  and  distributed  services; 

• The  growing  wilhngness  of  U.S. -based  customers  and  vendors  to  use 
offshore  service  providers. 

a.  The  Transition  to  E-Business 

INPUT  beheves  that  a real  e-business  revolution  is  underway  and  the 
signs  are  everywhere,  but  there  is  a clear  danger  that  unwise 
managements  will  convince  themselves  that  launching  a Web  site  and 
stocking  it  with  pages  of  brochures  puts  them  well  on  the  way. 
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Unfortunately,  this  “library”  approach  to  e-business  resembles  the 
deception  achieved  by  Hollywood  sets  that  may  be  very  impressive  and 
convincing  when  seen  head  on,  but  whose  credibility  vanishes  when  seen 
from  the  edge — ^which  reveals  them  to  be  thin,  one-dimensional  imitations 
of  reality. 

As  the  number  and  t5^)e  of  Internet-enabled  devices  prohferate,  especially 
wireless  formats,  B2B  customers  and  consumers  alike  demand  both 
instantaneous  execution  and  access  to  data. 

Ever  rising  expectations  favor  “best-of-breed”  vendors;  due  to  the  scale 
and  immediacy  of  e-business  and  e-commerce,  failure  can  mean  huge 
losses  within  minutes  or  hours. 

For  these  reasons  (and  others),  there  has  been  a tremendous  prohferation 
of  all  types  of  electronic  trading  communities,  net  auctions,  portals, 
vortals  (vertical  industry  portals),  and  other  net  infomediaries  as 
enterprises  seek  to  estabhsh  contact  with  sources  of  supply  and  services. 

What  they  have  in  common  is  the  goal  of  bringing  together  buyers  and 
sellers  who  otherwise  would  likely  never  have  found  each  other, 
eliminating  middlemen,  and  permitting  buyers,  whether  consumers  or 
businesses,  to  locate  critical  products,  services  and  information. 

The  end  goal  of  the  transformation  required  by  the  dynamics  and 
technology  of  e-business  is  the  seamless  interconnectivity  of  all  business 
processes.  For  this,  a fully  functional  Web  site  plays  an  integral  role, 
directing  traffic  to  and  through  an  enterprise  to  its  own  supphers  and 
business  partners.  Therefore,  the  achievement  of  launching  a Web  site 
that  is  no  more  than  an  electronic  library  represents  a very  Pyrric  victory. 

Electronic  business  comprises  only  a relatively  small  portion  of  the 
operational  services  market  today — and  not  necessarily  the  portion 
identified  as  “Internet-centric.”  Some  elements  of  e-business  can  be 
conducted  without  the  Internet  by  using  VPN  and  other  traditional 
network  solutions.  Conversely,  some  Internet-enabled  services  do  not 
necessarily  constitute  “e-business.”  For  example,  an  ASP  that  uses  the 
Internet  merely  to  fink  a customer  to  a remotely-hosted  software 
application  would  typically  be  considered  part  of  the  outsourced, 
transaction  processing  market.  Beyond  that,  many  aspects  of  e-business 
are  being  implemented  directly  and  without  recourse  to  outsourcing. 

(See  Lou  Gerstner’s  summary  in  Appendix  E of  the  challenges  of  the 
transition  to  e-business  from  a top-tier  vendor’s  point  of  view.) 
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b.  The  Advent  of  Mobile  Computing  and  “M-Commerce” 

Although  PC-based  e-  commerce  remains  the  preferred  mode  in  the  U.S., 
elsewhere  Internet-enabled  mobile  phones  are  customers'  preferred 
medium  for  getting  information,  making  transactions,  and  checking  on 
the  status  of  their  affairs.  While  the  migration  of  American  consumers 
and  business  to  m-commerce  based  on  IP  telephony  has  been  slower  than 
many  expected,  there  is  little  doubt  but  that  it  is  on  the  way.  Vendors 
need  to  prepare  for  the  challenges  of  providing  network  and 
infrastructure  services  in  a wireless  environment,  along  with  CRM 
apphcations  and  ERP  support. 

Expect  the  complexities  involved  in  providing  customized,  targeted 
content  and  offers  will  increase  exponentially.  The  job  of  organizing, 
managing,  and  targeting  your  content  and  transactions  for  different 
market  segments  becomes  much  more  challenging.  In  a wireless 
environment.  Both  business  and  consumer  customers  will  be  expecting 
vendors  to  provide  a seamless  set  of  Internet-enabled  applications  and 
content  that  they  can  interact  with  throughout  the  day  as  they  move  from 
place  to  place. 

Few  top  executives  have  been  more  bulHsh  on  this  trend  and  its 
importance  for  vendors  than  Michael  CapeUas,  CEO  of  Compaq. 

Speaking  at  the  company's  annual  analyst  meeting,  CapeUas  outhned  his 
vision  of  a world  in  which  "aU  kinds  of  devices"  wiU  access  the  Internet 
over  an  expanding  grid  of  servers.”  With  the  rise  of  wireless  handhelds, 
phones  and  pagers  that  can  access  the  Internet  and  interface  with 
multiple  servers,  he  sees  a profound  change  is  taking  place  in  the  IT 
industry. 

CapeUas  agrees  with  Lou  Gerstner’s  (CEO  of  IBM)  view  that  the  post-PC 
age  wiU  be  one  of  “pervasive  computing.”  In  the  new  distributed 
computing  age,  PCs  won't  remain  the  primary  devices  accessing  servers. 
Instead,  servers  wiU  distribute  data  to  a wide  range  of  machines, 
including  PCs,  handheld  computers,  mobUe  phones,  pagers  and  Internet 
appUances  via  wired  and  wireless  connections — some  would  include 
wearable  computers  that  are  embedding  into  clothing  and  furnishings. 
Beyond  that,  CapeUas  believes  that  Internet  connections  inside  cars  wUl 
become  prevalent  as  weU:  "The  wireless  Internet  wiU  continue  to  make 
things  change  very  rapidly.  It  won't  be  more  than  a couple  of  years  before 
virtually  every  car  has  Internet  access  built  in." 

If  so,  vendors  wanting  to  survive  and  prosper  must  begin  now  to  meet  the 
challenges  of  his  new  environment  for  both  businesses  and  consumers. 
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c.  The  Growing  Lure  of  Offshore  IT  Services — a Challenge  as  Well 
as  a Threat 

The  number  of  companies  that  are  leveraging  global  resources  and 
looking  beyond  national  boundaries  to  meet  their  IT  service  needs  is 
growing,  just  as  the  number  of  companies  that  are  expanding  to  address 
global  markets  is  on  the  rise. 

Increasingly,  U.S.  companies  are  taking  advantage  of  resources  located 
outside  the  country  in  addressing  their  information  technology  (IT) 
services  needs.  This  growth,  projected  at  a compound  annual  growth  rate 
of  45%  through  to  2003,  is  being  fuelled  by  a combination  of  better 
services  and  capabihties  from  overseas  resources  combined  with  new 
technologies.  The  Internet  is  also  helping  to  ehminate  distance  as  a 
barrier  to  providing  services. 

The  trend  towards  using  offshore  services  and  resources  in  India,  Israel, 
the  Phihppines  and  elsewhere,  has  been  fuelled  in  recent  years  by  the 
significantly  improved  depth  and  quahty  of  services  offered,  combined 
with  new  technologies  and  the  Internet. 

Key  areas  of  opportunity  for  offshore  IT  services  vendors  are:  Web/E- 
Business  services,  IT-enabled  services,  industry-specific  services,  quick 
time-to-market.  Key  areas  of  concern  regarding  offshore  IT  services  on 
the  part  of  buyers  of  such  services  include  control,  risk,  language  and 
culture. 

One  key  finding  from  a recent  study  by  INPUT  is  that  perception  lags 
reality. 

There  is  lack  of  awareness  among  senior  executives  as  to  what  is 
available  today  from  vendors  offering  offshore  services  or  resources,  or 
even  who  the  key  players  are  in  offering  such  services.  The  perception  of 
most  of  the  senior  IT  management  interviewed,  particularly  those  that 
have  never  used  offshore  services,  was  that  offshore  services  providers 
offer  low-cost  - and  often  low-quahty  - programming  capabilities.  In 
fact,  the  offshore  services  providers  at  the  forefront  of  the  market  are 
focused  on  selhng  leading-edge  services  rather  than  low-cost  services. 

Historically,  U.S.  companies  have  relied  on  local,  American  resources  to 
meet  their  need  for  professional  information  technology  (IT)  services. 
However,  this  is  changing  and  the  pace  of  change  is  expected  to  increase 
significantly  over  the  next  few  years. 

More  and  more  organizations  are  turning  to  IT  services  providers  that  use 
resources  outside  the  U.S.  Indeed,  a significant  percentage  are  already 
using  offshore  IT  services.  In  some  cases,  these  services  are  purchased 
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and  managed  through  vendors  headquartered  in  the  U.S.;  in  other  cases, 
it  is  through  foreign  companies  seUing  through  local  branch  offices. 

There  are  two  key  trends  driving  this  growing  use  of  offshore  IT  services: 

1.  The  world  is  getting  smaller.  Whether  the  resources  of  a services 
suppher  are  located  next  door  or  on  the  other  side  of  the  globe  is 
becoming  increasingly  transparent  to  the  users  of  IT  services.  On 
the  one  hand,  technology  --  particularly  the  Internet  --  is  making  it 
easier,  cheaper  and  faster  to  communicate  across  vast  distances. 
Distance  is  becoming  less  of  a factor  in  dehvering  any  kind  of 
service. 

At  the  same  time,  experience,  contact  and  awareness  have  helped 
to  make  language  and  culture  less  of  an  issue  in  dehvering 
offshore  services. 

2.  The  depth  and  quahty  of  offshore  services  have  advanced 
significantly.  Offshore  IT  services  providers  have  come  a long  way 
over  the  past  few  years.  The  range  and  quahty  of  services  offered 
are  comparable  with,  and  in  some  cases  exceed,  those  available 
from  American  supphers.  More  significantly,  some  offer  services, 
products  or  capabilities  that  are  unique  and  simply  not  available 
elsewhere.  Examples  include  firms  with  skiUs  in  combining  Web- 
enablement  with  industry-specific  competencies. 

Contrary  to  popular  opinion,  cost  alone  is  not  one  of  the  more  significant 
factors  driving  the  growth  of  offshore  services.  While  offshore  services 
providers  are  helping  to  lower  the  cost  of  IT  services,  particularly  in 
apphcations  development  and  maintenance,  American  executives  are 
looking  beyond  cost  alone  for  value  and  quahty  solutions  to  meet  their 
needs. 

The  use  of  offshore  services  and  resources  in  the  U.S.  is  on  the  rise.  Most 
offshore  vendors  are  seeing  revenue  growth  of  40-80%,  and  some  are  even 
experiencing  triple-digit  growth. 

In  1999,  INPUT  estimates  that  U.S.  and  Canadian  companies  spent 
US$9.5  billion  on  offshore  services.  By  2003,  this  is  expected  to  reach 
US$61  bilhon,  representing  a 45%  compound  annual  growth  rate. 

Exhibit  VI- 15  summarizes  INPUT’S  projections  for  growth  in  this  market 
segment. 
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Exhibit  VMS 

North  American  Market  for  Offshore  IT  Services  (1999  - 2003) 


Source:  INPUT 

A growing  awareness  and  acceptance  of  offshore  vendors  by  American 
executives  is  helping  that  growth.  Unexpectedly,  one  of  the  biggest 
factors  that  helped  to  drive  the  use  of  offshore  services  providers  in  the 
U.S.  was  the  Year  2000  issue. 

Over  the  past  few  years,  companies  had  been  turning  to  offshore  vendors 
to  help  them  with  their  Y2K  comphance  work.  Those  offshore  vendors 
appear  to  be  turning  most  of  those  short  term,  one-time  projects  into  long- 
term business,  which  says  a lot  about  the  capabihties  of  these  services 
providers  and  the  value  of  a strategic  partnership  with  offshore  services 
providers. 

A factor  helping  to  spur  the  growth  of  offshore  services  is  the  importance 
of  choice  for  IT  decision-makers.  IT  management  has  always  been 
attracted  to  market  changes  that  provide  greater  choice,  more  options  and 
the  opportunity  to  gain  better  leverage  with  existing  suppliers. 
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A 

Summary  Vendor  Profiles 


Following  are  annotations  on  the  principal  IT  outsourcing  vendors 
discussed  in  this  report. 


Vendor  ; 

Year 

. ; Comment  _ * 

ACS 

2000 

Divested  commercial  staffing  business,  recorded  charge  of  $44  million.  Wages  & 
benefits  = 43%  of  revenues;  during  FY2000,  acquired  Intellisource  Group,  Inc.,  provider 
of  IT  solutions  to  public-sector  and  utilities  markets. 

AMS 

2000 

Founded  in  1970,  AMS  is  headquartered  in  Fairfax,  Virginia.  The  firm  has  more  than 
9,000  employees  and  59  offices  worldwide.  Its  1999  revenues  were  $1.24  billion.  AMS  is 
traded  in  the  NASDAQ  over-the-counter  market  under  the  symbol  AMSY. 

AMS'  core  strengths  are  its  expertise  in  systems  development  and  implementation, 
large-scale  technology  integration,  change  management,  and  e-Business 
transformation. 

BISYS 

2000 

An  outsourcing  company  for  more  than  1 1 ,000  financial  institutions  and  corporations, 
BISYS's  TotalPlus  products  and  services  offer  transaction  processing  and  document 
imaging  (it  is  a leading  provider).  The  company  also  offers  mutual  fund  and  retirement 
plan  distribution,  administration,  and  fund  accounting  services.  BISYS  is  also  a major 
distributor  of  life  insurance,  annuities,  group  health,  and  long-term  care  products; 

Eighth  year  as  a public  company;  fastest  growth  = Insur  & Educ  Serv,  nation’s  largest 
independent  distributor  of  life  ins  and  industry  service  provider — supports  100,000  ins 
agents 

BISYS  is  the  premier  single-source  integrator  of  banking,  investment,  and  insurance 
solutions,  uniquely  positioned  to  leverage  its  outsourcing  platforms  across  these 
business  lines. 

CACI 

2000 

CACI  International  has  all  sorts  of  cures  for  high-tech  ills.  The  Arlington,  Virginia-based 
company  provides  a host  of  infonnation  technology  (IT)  services  and  products  in  areas 
such  as  systems  integration,  e-commerce,  debt  management,  and  simulation.  It  also 
makes  software  and  database  products  for  use  in  marketing.  The  US  government 
accounts  for  80%  of  sales;  the  Defense  Department  accounts  for  51%.  The  company 
also  serves  local  and  state  governments  and  commercial  clients.  It  has  more  than  70 
offices  in  the  UK  and  the  US. 

In  2000  CACI  acquired  government  services  specialist  XEN  Corporation  (systems 
engineering  and  IT  services)  and  CENTECFI  (network  services  and  e-commerce)  as  well 
as  the  network  services  and  related  assets  (Federal  Services  Business)  of  net.com. 
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COMPAQ 

2001 

Bullish  on  Mobile  Computing 

Speaking  at  Compaq’s  annual  meeting  for  analysts,  CEO  Michael  Capellas  outlined  his 
vision  of  a world  in  which  "all  kinds  of  devices"  will  access  the  Internet  over  an 
expanding  grid  of  servers.  With  the  rise  of  wireless  handhelds,  phones  and  pagers  that 
can  access  the  Internet  and  interface  with  multiple  servers,  a change  is  taking  place. 

According  to  Capellas,  in  the  new  distributed  computing  age,  PCs  won't  remain  the 
primary  devices  accessing  servers.  Instead,  servers  will  make  data  available  to  a wide 
range  of  machines,  including  PCs,  handheld  computers,  mobile  phones,  pagers  and 
Internet  appliances  via  wired  and  wireless  connections.  "The  worid  is  going  back  to 
distributed  computing,"  he  said.  "1  really  do  believe  this  is  the  foundation  of  how  the 
worid  will  look." 

Internet  connections  inside  cars  will  become  prevalent  as  well,  he  said.  "The  wireless 
Internet  will  continue  to  make  things  change  very  rapidly.  It  won't  be  more  than  a couple 
of  years  before  virtually  every  car  has  Internet  access  built  in."  As  a result  of  the 
changing  environment,  Compaq  sees  opportunity  in  storage,  Web-content  serving,  home 
networks  and  home  entertainment. 

Convergys 

2000 

In  February  2001,  Convergys  acquired  Keane's  technical  support  centers  in  Tucson, 
Arizona,  and  Kirkland,  Washington,  which  together  employ  approximately  1,000  people. 
These  two  technical  support  centers  currently  provide  world-class,  integrated,  technical 
help  desk  support  services  for  leading  global  firms  in  high  tech  software  and  hardware 
as  well  as  financial  services.  Both  the  Kirkland  and  Tucson  centers  became  part  of 
Convergys  Corporation. 

CSC 

2000 

Nichols  Research  acquisition  (Nov  99);  multibillion  IRS  contract  [PRIME,  dec  98]  not 
called  OS,  not  included;  32%  of  accts  receivable  were  from  fed  customers;  no  single 
commercial  customer  accounts  for  more  than  1 0%  of  revenues 

EDS 

2000 

EDS  reported  all-time  high  contract  signings  for  4Q  2000  and  the  full  year.  For  the 
quarter,  the  company  won  contracts  totaling  $15.8  billion,  up  41%  from  $11.2  billion  a 
year  ago  and  a record  for  the  eighth  consecutive  quarter.  For  2000,  the  total  value  of 
EDS’  contract  signings  increased  31  percent  to  $32.6  billion  from  $24.9  billion  in  1999. 

EDS  enters  2001  with  a backlog  of  signed  business  now  approaching  $80  billion.  Fourth 
quarter  operating  margin  increased  to  10.5%  from  9.6%  a year  ago,  positioning  the 
company  to  achieve  its  target  of  a 1 0%  operating  margin  for  2001 . ROA  improved  to 
16%  from  13.8%  a year  ago.  In  the  government  sector,  where  the  total  value  of  contract 
signings  was  up  622%  globally  in  the  quarter  and  380%  for  the  year. 

EDS  won  the  $6.9  billion  Navy  and  Marine  Corps  Intranet  contract,  the  largest  IT 
services  award  ever  by  the  U.S.  federal  government  as  well  as  a $713  million  contract 
expansion  with  the  UK  government’s  Employment  Service  to  provide  an  E-enabled 
system  to  link  employers  with  available  jobs  to  citizens  seeking  employment. 

ENTEX 

2000 

Acquisition  in  March  2000:  the  combination  of  Siemens  IT  Service  and  ENTEX  will 
generate  nearly  $2.2  Billion  annually  and  employ  approximately  13,000  people. 

Siemens:  152  years  old;  443,000  employees  in  193  countries;  $75  billion  sales 
worldwide  (FY99);  7th  largest  private  sector  employer  worldwide.  Siemens  USA  = $14.8 
billion  in  revenue;  63,900  employees;  26+  operating  companies;  HQ  in  NYC,  NY 

Siemens  IT  services  worldwide:  $1.7  billion  revenue;  8,000  employees;  Provide  services 
in  over  100  countries;  HQ  Munich,  Germany;#2  in  Europe 

Goal:  to  become  pre-eminent  Managed  Services  Provider 

ENTEX  offer  today:  Outsourcing;  Network  & Distributed;  Computing  Services;  Desktop 
Support 

In  1998,  ENTEX  had  total  rev  of  $8.5  billion  + 18,000  employees;  primary  offer:  desktop 
services 
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Exult 

2000 

“Exult  is  the  first  company  to  offer  comprehensive  human  resources  (HR)  business 
orocess  manaoement  services  for  Global  500  corporations.” 

IPO  on  2 June  2000  yielding  proceeds  of  $60  million.  EXULTs  Web-enabled  human 
resources  services  include  offerings  such  as  employee  communications,  employee 
development,  organization,  payroll,  and  recruiting.  Although  BP  Amoco  became 
EXULT's  first  client  in  1999,  EXULT  since  has  agreed  to  provide  services  to  Tenneco 
and  Pactiv.  Top  Competitors;  Administaff,  ADP,HR  Logic. 

Nov  21,  2000  -Exult  lands  $1  billion  BofA  deal-ln  a contract  believed  to  be  worth  about 
$1  billion  over  ten  years.  Exult  Inc.  finalized  a deal  Tuesday  to  provide  online  services  to 
Bank  of  America  Corp.  employees  around  the  globe.  As  part  of  the  agreement,  first 
announced  in  October,  Charlotte,  N.C.-based  Bank  of  America  is  acquiring  5 million 
shares  of  Exult  (Nasdaq:  EXLT)  common  stock  and  a warrant  to  purchase  an  additional 
5 million  shares.  The  deal  was  to  bring  in  about  $55  million  to  Irvine,  Calif.-based  Exult. 

Exult  has  only  four  clients  under  contract  for  its  HR  business  process  management 
services  and  it  is  still  implementing  the  largest  two  of  our  process  management 
contracts. 

Fxficiitivfi  nfficfirs.  directors  and  their  resoective  affiliates  beneficiallv  own  aporoximatelv 
three-ouarters  of  our  outstandino  Common  Stock.  As  a result,  these  stockholders,  acting 
together,  have  the  ability  to  control  matters  requiring  stockholder  approval,  including  the 
election  of  directors,  and  mergers,  consolidations  and  sales  of  all  or  substantially  all  of 
our  assets.  These  stockholders  may  have  interests  that  differ  from  other  investors  and 
they  may  approve  actions  that  other  investors  vote  against  or  reject  actions  that  other 
investors  have  voted  to  approve.  In  addition,  this  concentration  of  ownership  may  also 
have  the  effect  of  preventing  or  discouraging  or  deferring  a change  in  control  of  Exult, 
which,  in  turn,  could  depress  the  market  price  of  our  Common  Stock. 

Fed  Data  / 
Logicon  [see 
North  rup 
Grumman] 

2000 

Oct.  31,  2000  - Northrop  Grumman  Corporation  completed  the  acquisition  of  Sterling 
Software  (U.S.)  Inc.,  known  as  the  Federal  Systems  Group,  for  $150  million  in  cash.  The 
company  provides  IT  services  primarily  to  the  federal  government's  defense  and 
intelligence  agencies. 

Feb.  1,  2001-  Northrop  Grumman  Corporation  extended  pending  tender  offer  for  Litton 
Industries  Inc.  (including  Litton  / PRC)  from  Feb.  2,  2001,  to  March  1,  2001  .The  offer  is 
being  modified  and  extended  in  accordance  with  the  terms  of  the  merger  agreement 
announced  on  Jan.  24,  2001 . 

Logicon,  a wholly  owned  subsidiary  of  Northrop  Grumman,  plays  a leading  role  in 
providing  information  technology  services  to  the  Federal  government  through  its 
ANSWER  and  Millennia  programs  with  the  General  Services  Administration.  It  is  also 
part  of  a team  working  with  the  Internal  Revenue  Service  to  modernize  the  nation's  tax 
system. 

Fiserv 

2000 

The  US's  #3  processor  of  financial  data  (Electronic  Data  Systems  and  First  Data  are  first 
and  second),  Fiserv  provides  check  processing,  software  development,  and  securities 
clearing  services  to  some  10,000  banks  and  thrifts,  credit  unions,  and  mortgage  banks 

Getronics 

2000 

With  its  purchase  of  the  US'  Wang  Laboratories,  Amsterdam-based  Getronics  has 
become  one  of  Europe's  largest  international  information  technology  (IT)  providers  (IBM 
and  EDS  lead  the  pack).  Getronics'  operations  are  divided  into  Business  Solutions  & 
Consulting  (consulting,  software  services,  and  IT  products  and  services  for  finance  and 
industry)  and  Systems  Integration  & Networked  Technology  Services  (network 
installation  and  management,  systems  integration). 

The  company  also  distributes  third-party  computer  and  networking  products.  Finance  is 
Getronics'  largest  market,  accounting  for  about  a third  of  sales.  About  three-quarters  of 
the  company's  sales  come  from  Europe,  the  Middle  East,  and  Africa.  Acquisitions,  the 
largest  of  which  was  Wang  Laboratories  at  nearly  $2  billion,  propelled  Getronics  beyond 
its  European  roots.  The  company  continues  to  globalize  its  services  revenue  base  while 
lowering  product  sales. 

By  2002,  mgmt  aims  at  deriving  25%  of  revenues  from  Business  Solutions  and 
Consulting  (including  Wang). 

6 Feb  2000  - Shell  Services  International  (SSI),  the  IT-services  arm  of  the  global  energy 
comoanv,  has  awarded  Getronics  a multi-  million  Euro  partnership  to  create  and 
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maintain  a common  unified  desktop  computer  and  server  environment  across  the  worid 
wide  operations  of  the  Royai  Dutch  /Sheli  Group  (Sheil).  Sheil's  Globai  infrastructure 
(Gl)  project  covers  90,000  workstations  at  over  1,000  sites  in  over  135  countries.  Sheil's 
IT-infrastructure  is  one  of  the  broadest  in  the  worid.  Getronics  has  been  contracted  to 
instali  the  new  common  environment  and  provide  the  necessary  maintenance  and 
support.  The  three-year  contract  is  worth  initially  approx.  € 75  million. 

Keane 

2000 

Keane’s  services  include  custom  software  application  development,  system  design  and 
implementation,  and  e-commerce  appiication  integration.  Planning  services,  such  as 
organizational  design  and  iT  consulting,  are  offered  through  its  Keane  Consulting  unit 
(formerly  the  separate  divisions  of  Bricker  & Associates  and  Amherst  Consulting).  The 
manufacturing  industry  accounts  for  21  % of  sales.  Keane  also  operates  a unit  dedicated 
to  heaith  care  services.  The  company's  ciient  iist  inciudes  iBM,  General  Electric,  AT&T, 
J.P.  Morgan  Chase  & Co.,  BMW,  and  Ford. 

Upbeat  Keane  To  Sell  Help  Desk,  Restructures  - At  a time  when  many  IT  services  firms 
are  releasing  low-revenue  expectations,  IT  consulting  firm  Keane  is  deploying  a 
restructuring  plan  that  it  estimates  will  let  it  achieve  fourth-quarter  2000  revenue  of  about 
$219  million,  which  is  on  target  with  analyst  expectations. 

Without  disclosing  many  details,  president  and  CEO  Brian  Keane  said  Monday  during  a 
teleconference  with  analysts  that  the  company  is  selling  its  help-desk  business  and  has 
closed  three  of  10  slow-growing  branch  offices  and  consolidated  the  rest  into  six  offices. 
"Help  desk  is  a capital-intensive,  low-margin  business  that  requires  volume  and  scale  to 
be  profitable,"  Keane  said.  The  help-desk  operations  performed  "just  above  breakeven  in 
2000,"  he  added.  Through  the  sale  of  its  help-desk  business,  which  is  expected  to  close 
by  the  end  of  February  and  is  subject  to  customary  approvals,  Keane  expects  to  achieve 
a one-time  gain  during  its  first  quarter  of  2001,  but  the  company  didn't  specify  how  much. 
Securities  analysts  applauded  the  move,  saying  the  staffing  operation  was  a slow- 
growth,  low-margin  and  capital-intensive  business. 

The  company  is  expected  to  incur  a one-time  charge  of  $13  million  to  $15  million  during 
4Q  2000,  which  closed  Dec.  31,  because  of  the  consolidation  of  its  branch  offices. 

Once  help-desk  and  other  underperforming  businesses  have  been  eliminated,  Keane 
estimates  it  will  achieve  revenue  of  $880-920  million  for  FY2001 . The  consulting  firm 
plans  to  concentrate  its  efforts  on  application  development  and  management 
outsourcing,  consulting,  and  enterprise-systems  integration. 

Northrop 

Grumman 

2000 

In  1999,  strong  federal  wins  pushed  Northrop  Grumman  a top-ten  spot  among  federal  IT 
vendors,  based  on  about  $621  million  in  IT-related  contract  obligations.  During  1998, 
Northrop  Grumman  integrated  its  Data  Systems  and  Services  Division  with  Logicon, 
which  it  purchased  in  1997.  The  integration  included  the  re-engineering  of  the  unit’s 
business  development  processes. 

As  the  IT  division  for  Northrop  Grumman,  Logicon  pulled  in  $1.44  billion  in  1999  revenue 
compared  with  $1.08  billion  in  1998.  Among  the  1999  highlights  for  Logicon  was  the 
beginning  of  work  on  the  five-year,  $2.2  billion  Joint  Base  Operations  Support  Contract 
that  a Logicon-led  team  won  from  NASA  and  the  Air  Force  to  provide  base  operations 
and  launch  support  functions  at  the  Kennedy  Space  Center  and  Patrick  Air  Force  Base 
in  Florida. 

The  acquisition  of  Data  Procurement  Corporation  Inc.  of  Laurel,  Md.,  added  another  7 
percentage  points  to  Logicon’s  growth  rate.  DPC  primarily  provided  IT  outsourcing 
services  to  Department  of  Defense  and  intelligence  agencies.  The  acquisition  brought 
$60  million  in  annual  revenue  to  Logicon  and  another  180  employees,  bringing  Logicon 
to  12,000  employees  overall. 

Both  the  DPC  and  Inter-National  Research  Institute  acquisitions  strengthened  Logicon’s 
position  in  the  defense  and  intelligence  areas,  which  will  encompass  bigger  markets  in 
the  coming  years  as  agencies  in  those  areas  look  to  outsource  more  of  their  information 
technology  needs. 

In  1999,  58%  of  Logicon’s  business  was  with  the  Defense  Department,  9%  with  federal 
civilian  agencies,  10z5  with  commercial  customers,  2%  with  state  and  local  governments 
and  0.4%  with  international  governments.  The  target  business  mix  in  2006  should  be 
49%  Department  of  Defense,  26%  federal  civilian,  11%  commercial,  11%  state  and  local 
and  3%  international  governments. 
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OAOT 

2000 

Founded  as  a privately  held  company  in  1993,  OAO  Technology  Solutions,  Inc.  became 
a publicly  traded  company  in  1997,  trading  on  NASDAQ  under  the  symbol  OAOT. 

The  information  technology  (IT)  company  provides  services  and  staff  to  large  companies 
that  outsource  portions  of  their  operations.  IBM  accounts  for  three-fourths  of  sales; 
Compaq  for  16%.  Through  its  four  business  lines,  the  company  operates  service 
centers,  manages  distributed  systems,  develops  and  maintains  software  applications, 
and  provides  enterprise  applications,  e-business  consulting,  training,  and  proprietary 
software  for  managed-healthcare  providers. 

CEO  of  OAT  Corporation  (private)  is  on  the  Board  of  Directors  of  OAOT.  [See  November 
2000  letter  to  shareholders  from  Greg  Pratt,  CEO  of  OAOT. 

In  IQ  2000,  OAOT  reported  150%  revenue  growth  in  its  new  business  sector,  inclusive 
of  Application  Service  Provider  (ASP)  services,  a healthcare  proprietary  software 
solution,  custom  software  application  and  maintenance,  eBusiness  systems  integration, 
and  IT  consulting. 

Prior 

OAO  Technology  Solutions  had  its  beginnings  as  the  Commmercial  Systems  Group,  a 
division  of  OAO  Corporation.  Founded  by  Cecile  D.  Barker  in  1973,  OAO  Corporation 
initially  provided  aerospace  engineering  services  in  support  of  an  early  NASA  program. 
The  Orbiting  Astronomical  Observatory,  from  which  OAO  derived  its  name. 

After  years  of  demonstrated  excellence  in  providing  information  technology  services  to 
the  U.S.  Government,  OAO  Corporation  extended  its  services  to  the  commercial  sector 
in  1993  with  the  establishment  of  its  Commercial  Systems  Group,  in  1996,  the  group 
spun  off  and  became  incorporated  under  the  name  OAO  International  Corporation,  and 
later  changed  to  its  current  name,  OAO  Technology  Solutions,  Inc. 

OAO  Corporation  continues  separately  as  a successful  corporation  providing  quality 
service  to  the  government.  In  1 997  with  its  own  board  and  leadership,  OAOT  went 
public,  becoming  a Safeguard  Scientifics,  Inc.  (NYSE:  SFE)  partnership  company,  and 
currently  trades  on  NASDAQ  under  the  trading  symbol,  "OAOT". 

Perot  Systems 

2000 

Perot  Systems  is  primarily  focused  on  four  industries:  financial  services,  healthcare, 
energy,  and  travel  & transportation.  Perot  Systems  also  serves  the  communications  and 
media  and  manufacturing  industries. 

Perot  Systems’  growing  list  of  services  include  consulting,  systems  integration,  data 
center  management,  and  digital  marketplace  design.  It  focuses  its  support  on  specific 
markets,  including  energy,  financial  services,  health  care,  and  travel.  Instead  of  fixed 
fees,  the  company  is  compensated  for  services  based  on  customers'  results.  Clients 
include  Swiss  bank  UBS  (30%  of  sales),  medical  supplies  distributor  Owens  & Minor, 
and  Bank  of  Ireland. 

Founder  Ross  Perot  returned  as  CEO  in  1998.  Among  his  changes:  revoked  health 
benefits  for  same-sex  partners  (a  policy  instituted  in  his  absence)  and  reinstated  drug 
tests.  Perot's  decision  to  transfer  back-office  operations  onto  the  Web  cut  costs  and 
significantly  improved  net  income. 

Perot  Systems  went  public  in  1999;  90%  of  employees  (known  as  "associates")  own 
stock.  Ross  Perot,  Sr.  owns  35%  of  the  company.  Meyerson  owns  6%.  Founder  Ross 
Perot  passed  the  CEO  position  to  his  son  Ross  Perot  Jr.  in  2000.  Perot  Jr  is  chairman  of 
HCL  Perot  Systems  (FIPS),  a joint  venture  formed  in  March  1996  between  FICL 
Technologies,  one  of  India's  largest  information  technology  groups,  and  Perot  Systems. 

In  January  2000,  Perot  Systems  sold  its  40%  interest  in  Systor  to  a subsidiary  of  UBS. 
The  ten-largest  clients  represented  65%  of  revenue  at  year-end  1999,  of  which  UBS 
represented  30%. 

July  2000  - KPN  Royal  Dutch  Telecom  and  Perot  Systems  announced  the  formation  of  a 
company  to  develop  telecommunications  industry-focused  applications.  The  strategic 
objective  is  to  develop,  implement  and  integrate  front-end  applications  and  customer 
service  technology  for  KPN,  its  subsidiaries  and  major  organizations  within  Europe.  The 
new  company  will  focus  on  using  the  Internet,  Wireless  Application  Protocol  (WAP)  and 
call  center  applications  to  develop  applications  for  both  Business-to-Business  and 
Business-to-Consumer  markets. 

With  customers  reducing  spending,  the  company  said  it  now  believes  revenue  from 
existing  contracts  will  shrink  beginning  in  F2Q  2001.  Management  expects  sales  for 
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2001  to  expand  just  8%  to  15%  above  last  year's  $1.1 1 billion.  Operating  profit, 
excluding  charges,  is  expected  to  increase  20%. 

The  company  struggled  last  year  after  two  large  customers  either  canceled  or  reduced 
computer-outsourcing  projects.  In  its  current  quarter,  Perot  will  take  a charge  to  earnings 
of  about  $20  million  in  F1Q  2001  to  complete  its  restructuring.  Perot  is  laying  off  more 
than  200  employees  and  consolidating  six  marketing  groups  into  four. 

Raytheon 

Raytheon’s  IT  outsourcing  business  is  peripheral  to  is  aviation-related  work.  The  facilities 
management  unit,  Raytheon  Technical  Services  Company  (RTSC)  provides  a variety  of 
support  services  for  defense,  federal,  and  commercial  customers  worldwide.  It 
specializes  in  the  management,  operation,  and  maintenance  of  customer  facilities, 
equipment,  and  systems;  logistics  and  life-cycle  support;  overhaul  and  repair  depot 
operations;  engineering,  logistics,  and  personnel  support;  space  and  earth  sciences;  test 
range  support;  and  privatization  of  government  services. 

RTSC  is  a primary  operator  of  Department  of  Defense  ranges  and  provider  of  technical 
support  services  to  the  Federal  Aviation  Administration. 

Raytheon’s  Outsourcing  Services  organization  provides  large-scale  outsourcing  and 
remote  engineering  services  for  Raytheon  and  other  companies  worldwide. 

With  employees  in  50  states  and  31  countries,  the  Outsourcing  Services  organization 
works  to  identify  a client’s  non-core  tasks.  Then  it  determines  opportunities  to  redeploy 
the  staff  that  supports  those  non-core  tasks,  allowing  the  client  to  concentrate  on  its  core 
business.  In  recent  years,  Raytheon  provided  operational  oversight  for  more  than  20 
major  outsourcing  activities,  transitioning  over  5,000  people  from  their  former  employers 
to  the  Raytheon  family. 

SAIC 

2000 

SAIC’s  acquired  Boeing  Information  Services  in  July  1999.  Which  was  second  largest 
acquisition  ever  for  SAIC.  The  Boeing  unit  brought  with  it  strength  in  telecommunications 
and  network  management  capabilities.  The  Boeing  buy  also  Included  a large  contract 
with  the  Defense  Information  Systems  Agency,  making  SAIC  a formidable  network 
management  vendor.  Since  SAIC  acquired  the  unit,  its  revenue  is  running  at  an  annual 
rate  of  about  $280  million. 

On  February  12,  SAIC’s  Strategies  Group  acquired  Bunyard  Enterprises  Inc.  (BEI)  of 
Alexandria,  Va.  BEI,  a senior-level  government  and  industry  consulting  firm,  supports 
top  defense,  aerospace,  engineering  and  research  organizations  worldwide  in  the  public 
and  private  sectors.  BEI  will  become  a division  of  SAIC’s  National  Security 
Studies/Strategies  Group.  During  FY  (Sept)1999,  BEI  had  15  employees  and  annual 
revenues  of  $2.8  million. 

SAIC’s  Strategies  Group  has  been  providing  government,  commercial  and  international 
clients  with  integrated  solutions  to  pressing  and  complex  problems  for  more  than  two 
decades.  It  provides  strategic  consulting  services  in  three  key  areas:  Analysis, 
Operations  and  System  Analysis  and  Strategic  Integration.  Group  staff  members  assist 
clients  with  program  management,  communications,  systems  integration,  and  logistical 
support  and  by  electronic  decision  analysis,  group  problem  solving  and  collaboration, 
legislative  analysis,  modeling  and  simulation,  and  war-gaming  to  increase  understanding 
of  critical  global  issues. 

The  Broadway  & Seymour  Group  of  SAIC  specializes  in  providing  financial  services 
institutions  with  systems  integration,  consulting  and  technology-based  products  for 
enterprise  customer  relationship  management. 

UNISYS 

2000 

A key  to  UNISYS’  success  has  been  the  federal  group’s  client  satisfaction  rating.  With  an 
overall  rating  of  4.35  out  of  5,  the  federal  group  ranked  the  highest  of  any  Unisys  unit, 
according  to  a Washington  Technology  survey. 

As  Unisys  continues  its  private-sector  focus  on  e-commerce,  or  “e-@ction”  as  the 
company  calls  it,  it  looks  for  additional  government  markets  that  can  take  advantage  of 
the  solutions  it  has  developed. 

USInternet- 

working 

2000 

About  60%  of  USI’s  sales  come  from  its  iMAP  service,  which  provides  hosted 
applications  via  the  Internet  for  midsized  companies  that  don’t  want  to  invest  in  their  own 
software.  IMAP  offers  applications  from  vendors  in  the  areas  of  e-commerce 
(BroadVision,  Ariba),  sales  force  automation  and  customer  support  (Siebel  Systems), 
human  resources  and  financial  management  (PeopleSoft),  messaging  (Microsoft), 
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professional  services  automation  (Niku),  and  decision  support  (Sagent  Technology).  USi 
also  offers  information  technology  services.  Customers  include  U S WEST  (which  owns 
7%  of  USi),  Legg  Mason,  and  Clarus. 

USI  reported  4Q  2000  revenue  of  $37.3  million,  including  one-time  fees  of  $3.2  million 
primarily  related  to  the  early  termination  of  a contract  with  U S WEST.  Total  revenue  for 
fiscal  year  2000  was  $109.5  million,  a 208%  increase  over  1999.  EBITDA  loss  for  the 
quarter  improved  to  $1 1 .9  million,  and  the  net  loss  amounted  to  $45.6  million,  or  $0.44 
per  share.  For  the  full  fiscal  year  the  Company  reported  a net  loss  of  $175.0  million,  or 
$1.80  per  share. 

Additional  highlights  during  the  quarter  include: 

• 33  new  service  contracts,  including  clients  such  as  The  Port  Authority  of  New  York 
and  New  Jersey,  Barclays  Global  Investors,  American  Battle  Monuments,  Magellan 
Health  Care,  The  Longaberger  Company,  and  Polyclad  Technologies,  a Cookson 
Electronics  Company. 

• $49.3  million  in  new  service  contract  value. 

• Gross  margin  for4Q  improved  to  $7.0  million,  up  19%. 

• Capital  expenditures  for  the  quarter  declined  to  $26.0  million. 

Management  expects  IQ  2001  revenue  to  be  approximately  $35.0  million,  or  slightly 
above  4Q  2000  revenues  prior  to  termination  fees.  Revenue  for  2001  is  expected  to  be 
approximately  $180.0  million,  a 64%  increase  over  2000  revenues.  Management  also 
expects  1Q200TS  EBITDA  loss  to  decline  to  approximately  $11.0  million.  For  the  full 
year  2001,  management  expects  the  EBITDA  loss  to  be  in  the  range  of  $10-11  million, 
down  from  a $71.2  million  loss  for  2000.  Management  expects  to  reach  EBITDA 
breakeven  in  3Q  2001  and  IQ  gross  margin  to  improve  modestly  over4Q.  Gross  margin 
for  2001  is  expected  to  be  approxi-mately  33-34%. 

On  average,  the  company  is  reaping  $47,000  a month  per  ciient,  a figure  chief  executive 
Andrew  A.  Stern  said  the  company  expects  to  continue  to  hover  between  $46-50,000 
each  month. 

USinternetworking,  which  typically  charges  companies  a flat-rate  monthly  fee  for  use  of 
the  software  it  provides,  reported  $56.9  million  cash  on  hand  at  the  end  of  the  quarter, 
compared  with  the  $81.1  million  it  had  on  hand  at  the  end  of  1999.  The  latest  figure  does 
not  include  about  $95  million  the  company  received  in  financing  in  January  from  a 
financing  deal  that  it  announced  in  November. 

At  the  close  of  4Q,  USinternetworking,  which  has  been  fully  operational  for  just  over  two 
years,  reported  long-term  debt  and  lease  obligations  of  $193.4  million,  a slight 
improvement  from  $199.7  million  at  the  end  of  the  previous  quarter. 
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Appendix 


User  and  Vendor  Survey  Questionnaires 


INPUT  Questionnaire 

Type  of  Interview: 


Company: 

Address: 


City/State: 

Zip: 

Telephone: 
Fax  #: 


CONFIDENTIAL 


Project  Code/Catalog  No. 


jQCDate 


-Data  Entry  Initials 
-Data  Entry  Date 


-Company  Type: 


.Annual  Revenue: 


-^It-Employees: 


-Total  IS  Budget: 


Ootal  # IS  Staff: 


□ 

Vendor 

□ 

Telephone 

Interviewer  Initials 

□□□ 

□ 

User 

□ 

On-Site 

Interview  Date. 

□ 

Other 

□ 

Mail 

00  Initials 

□ □□ 

□□ 
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Respondent(s):Name  Title: 

Phone/Ext.  Email: 

Role  in  Project: 

Referrals: 


Introduction 

The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in 
regard  to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 

A.  Recipient  Qualification 

1.  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 
outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the 
specified  person.) 

Collect  related  demographics 

2.  What  is  your  role? 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Comment 

3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  market. 

Comment 

B.  Priority  Questions 

4.  In  which  vertical  industries  do  you  see  the  best  growth  potential  for  IT  outsourcing? 

Comment^ 
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5.  Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket” 
toward  more  commodity  transaction  processing? 

Comments  


6.  How  would  you  categorize  the  most  important  barrier  to  entering  a new  market,  financial? 
Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 

Comments  


7.  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new  outsourcing 
business? 

Comment  


8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 
Comments  


9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 
Comments  


C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Comments  


11.  What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 
Comments  
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12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 

Comments  


13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federal  vs  commercial?) 

Comments  


14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  abibty  to  close  new 
outsourcing  deals?  (Strategy?) 

Comments 


15.  What  is  your  policy  toward  deabng  with  unions?  (How  important?) 


Comment 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 

Comments  


17.  WTiat  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comments 


18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comments  
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19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in 
general,  and  control  of  proprietary  data  in  particular? 

Comments  


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comments  


As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this  survey.  Please 
confirm  the  following  contact  information: 

Name/Title:  

Phone  #;  

Email  Address:  

Thank  you  for  your  time  and  consideration. 
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CONFIDENTIAL 


INPUT  Questionnaire 


Type  of  Interview: 

□ Vendor 

□ 

Telephone 

□ User 

□ 

On-Site 

□ Other 

□ 

Mail 

Company: 

Address: 


City/State: 

Zip: 

Telephone: 
Fax  #: 


Project  Code/Catalog  No. 
Interviewer  Initials 
Interview  Date. 

QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 

Company  Type:  

Annual  Revenue:  

# Employees:  

Total  IS  Budget:  

Total  # IS  Staff:  


□ □□ 
□□□ 
□□ 


Respondent(s):Name  Title: 

Phone/Ext.  Email; 

Role  in  Project:  

Referrals: 


Industry  (User  Interviews  Only) 
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Introduction 

The  purpose  of  this  survey  is  to  determine  how  customer  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  customer  attitudes  and  preferences  in 
regard  to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 

A.  Recipient  Qualification 

1.  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 
outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the 
specified  person.) 


Collect  related  demographics 

2.  What  is  your  role? 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Comment  

B.  Priority  Questions 

4.  Do  you  prefer  comprehensive  (“bundled”)  OS  contracts?  (If  so,  why?) 

Comment  

5  To  what  extent  are  you  inchned  to  outsource  based  on  a need  to  reduce  your  capital  outlays 
and/or  headcount? 

Comments 


6  How  do  you  determine  which  outsourcing  vendors  to  invite  to  bid? 
Comments 


7  How  receptive  would  you  be  to  a bid  from  an  outsourcing  vendor  whose  experience  was 
almost  entirely  in  the  federal  sector? 

Comments 
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8 How  important  is  the  outsourcer’  ability  to  attract  and  acquire  your  targeted  staff  (as  part 
of  a proposed  contract)? 

Comments 


9 What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 
Comments^ 


C.  Additional  Questions 

10.  Which  type  of  outsourcing  fits  best  your  company’s  needs?  (and  why) 
Comments 


11.  How  is  outsourcing  affecting  your  industry?  (Effect  on  growth?  ProfitabiUty?) 
Comments. 


12.  How  has  your  attitude  toward  IT  outsourcing  changed  over  the  past  year? 
Comments^ 


13.  Are  you  as  attracted  by  outsourcing  entire  business  processes  as  by  offloading  commodity 
transaction  processing? 

Comments 


14.  Have  you  computed  the  contribution  made  by  outsourcing  to  your  company’s  overall 
profitabihty?  (To  cost-reduction  of  IT  depart 

Comments  
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15.  Do  you  prefer  longer  or  shorter  contract  durations?  (Why?) 
Comments 


16.  Have  you  in  mind  a ranking  regarding  which  types  of  outsourcing  are  the  most  costly? 
(Reasons?) 

Comments 


17.  In  relation  to  outsourcing,  how  sensitive  are  you  to  the  issue  of  control,  in  general,  and 
control  of  proprietary  data  in  particular? 

Comments  


18.  How  strong  is  your  relationship  with  incumbent  outsourcers?  (Probability  of  sole-sourcing 
new  contracts?) 

Comments  


19.  To  what  extent,  if  any,  have  union  relations  affected  your  desire  or  ability  to  outsource? 
Comments  


20.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comments  


As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this  survey.  Please 
confirm  the  following  contact  information: 

Name/Title: 

Phone  #: 

Email  Address:  
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Thank  you  for  your  time  and  consideration. 
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Appendix 


A 

User  and  Vendor  Survey  Results 

Exhibit  D-1  through  C-4  that  follow  present  results  of  INPUT’S  Vendor 
and  User  surveys  both  by  respondent  and  by  question. 


Exhibit  D-1 


Tabulation  of  Vendor  Interview  Survey  Responses  by  Question 


2.  What  is  your  role? 

ACS 

Government 
Solutions  Group 
[#8] 

The  respondent  has  been  at  ACS  for  two  years.  Prior  to  that,  he  worked  at  Wang  and  was  part 
of  the  capture  team  that  won  the  ODIN  seat  management  contract.  Most  of  his  professional 
experience  is  on  the  DoD  side  of  the  market,  especially  in  electronic  warfare. 

Applicast  [#9] 

Respondent  has  a background  in  IT  management  and  systems  integration  for  the  midmarket. 
Appiicast  wants  to  replace  the  customer’s  “back  office”  by  offering  required  functionality  on  a 
service  basis. 

COMPAQ  [#18] 

Respondent  has  primary  responsibility  for  development  of  the  outsourcing  offerings  for 
Compaq  Global  Services.  He  has  20  years  in  the  business  selling,  delivering  and  building 
different  approaches. 

Convergys  [#19] 

Respondent  is  VP  for  marketing  strategy  and  has  responsibilities  for  both  planning  and 
implementation  of  sales  globally.  Also,  he  has  done  corporate  planning  with  a focus  on 
strategy.  He  joined  Convergys  in  1991  prior  to  its  spin-off  from  Cincinnati  Bell.  (Convergys  was 
formed  from  the  CIBIS  and  Matrix  units  of  Cincinnati  Bell,  which  were  the  IT  operations  and 
marketing  units.) 

Initially,  Respondent  was  co-located  in  Fairfax,  Virginia,  with  CIBIS’  federal  market  unit.  This 
assignment  lasted  three  years,  after  which  Cincinnati  Bell  decided  to  leave  the  federal  market 
and  concentrate  on  its  present  areas  of  expertise:  billing,  call  center  and  customer  care 
solutions  for  the  telecom  (mainly  wireless),  technology  and  financial  services  markets. 

CSC  (1)[#3] 

Respondent  has  a high-level  position  in  CSC’s  federal  group,  with  responsibility  for  both 
civilian  and  DoD  business. 

CSC  (2)  [#5] 

Respondent  represents  the  “capture”  side  of  CSC’s  commercial  outsourcing  business.  The 
vendor  has  centralized  all  contract  capture  activities  in  one  place — including  some  federal 
outsourcing.  CSC  tries  to  bring  its  vertical  industry  expertise  to  bear  on  the  capture  process, 
including  in  particular  the  federal,  health  care  and  financial  services  markets. 
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EDS  [#21] 

Respondent  was  a senior  VP  of  Sales  with  24  years  of  experience  at  EDS.  Previously,  he  was 
president  of  the  banking  and  financial  services  division  (eight  years);  he  ran  the  transportation 
industry  group  and,  for  four  years,  was  in  charge  of  the  GM  relationship  on  location  in 
Michigan.  He  has  been  heavily  involved  in  sales  and  business  development  in  both  the 
governmental  and  commercial  markets.  He  has  both  a CPA  and  MBA-Finance  educational 
background. 

Entex  IT 
Services  [#13] 

Respondent  is  a SVP  for  strategy  at  Entex  IT  Services.  He  has  responsibility  for  planning, 
marketing  strategy  and  is  directly  involved  with  the  development  of  outsourcing  proposals.  At 
Entex,  federal  and  commercial  businesses  are  treated  as  a single  entity.  Respondent  came  to 
work  at  Entex  in  the  U.S.  after  the  Siemens  acquisition.  He  has  substantial  prior  experience 
with  Siemens  in  Europe. 

Fed  Data  [#17] 

Respondent  is  a VP  for  IT  management  services  with  responsibility  for  Fed  Data’s  work  on 
ODIN  and  GSA  seat  management  contracts.  He  worked  on  the  original  proposal  development. 
Prior  to  that,  he  had  IT  managerial  positions  at  the  Kennedy  Space  Center  and  the  Johnson 
Space  Center.  Overall,  he  has  20  years  of  experience  in  IT,  virtually  all  in  the  federai  market. 

At  Fed  Data,  he  has  project  management  responsibility  for  the  Peace  Corps  and  Wright 
Patterson  AFB  outsourcing  contracts.  Overali,  Fed  Data  is  working  with  agencies  that  are 
playing  “catch  up”  with  the  NMCI/EDS  contract.  They  want  to  roll  up  smaller  projects  into  a 
similar,  large  contract  vehicle,  but  this  will  take  some  time.  To  date.  Fed  Data  has  won  only 
smaller,  discrete  task  orders. 

Getronics  [#10] 

The  respondent  worked  previously  for  Wang.  After  Wang’s  acquisition  by  Getronics,  he 
became  head  of  outsourcing  for  the  federal  group.  He  has  16  years  of  experience  in  the 
federal  market  (mainly  at  PRC)  and  two  years  of  experience  in  the  commercial  market. 
Significantly,  he  stressed  that  the  federal  and  commercial  market  sales  teams  are  in  continual 
contact,  at  least  weekly,  even  though  they  have  separate  missions.  Specifically,  respondent 
has  hands-on  experience  with  the  ODIN  seat  management  contract. 

Currently,  he  is  head  of  that  group’s  Center  of  Excellence  in  Seat  Management,  which  has  a 
staff  of  about  ten  technical  specialists.  Getronics  has  several  such  Centers  of  Excellence — 
including  one  for  Network  Security,  and  another  for  E-Commerce.  For  Getronics,  “government” 
means  federal.  The  commercial  division  handles  the  few  state  and  local  government  contracts 
that  have  been  booked.  The  Center  of  Excellence  serves  as  a technical  (Best  Practices)  as 
well  as  sales  resource.  Accordingly,  respondent  does  get  involved  in  the  proposal  preparation 
process  and  consults  with  business  development  staff  on  “alignment”  of  effort  by  agency.  For 
Getronics,  federal  marketing  consists  primarily  of  determining  which  agencies  offer  the  best 
prospects  for  new  seat  management  business. 

Independent 

Consultant 

Respondent  worked  for  20  years  at  Digital  Equipment  Corporation  in  application  development 
before  joining  CSC  initially  as  a director  IT  for  a business  unit  and  working  later  as  an  account 
executive.  In  that  role,  she  gained  experience  in  the  federal  market  by  working  closely  with  a 
major  CSC  client  that  was  a major  federal  contractor. 

She  has  experience  with  “fuil-service”  iT  outsourcing  as  well  as  application  development.  This 
exposure  to  federal  business  provided  experience  with  large,  comprehensive  IT  outsourcing 
programs  (albeit  without  any  classified  software  development).  Subsequently,  she  joined  ACS 
where  she  had  responsibility  for  application  management  outsourcing  for  new  ciients  as  well 
as  the  installed  base. 

Keane  [#15] 

Respondent  is  a VP  with  responsibility  for  external  communications,  including  industry 
analysts,  investor  relations  and  other. 

Keane  [#6] 

Respondent  has  20  years  of  experience  in  the  IT  industry,  including  consulting.  His 
background  includes  work  at  Wang  where  he  managed  outsourcing  projects  prior  to  coming  to 
Keane. 

At  Keane,  he  works  for  both  internal  and  external  clients.  His  outsourcing  responsibilities 
include  sales  and  delivery. 

Litton/PRC  [#1] 

This  respondent  has  a high  level  position  in  the  company’s  outsourcing  organization.  Project 
managers  report  to  him.  He  has  overall  responsibility  for  contract  “capture”  and  management. 
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Lockheed 
Martin  [#4] 

Respondent  has  responsibility  for  IT  outsourcing  strategy  and  business  development  in  the 
commercial  Integrated  Business  Solutions  (IBS)  division.  He  also  manages  alliances  and 
partnering  relationships.  He  began  his  career  at  PMS  in  the  insurance  industry. 

All  of  this  division  comprises  commercial  client  work.  It  does  no  federal  business.  Federal 
outsourcing  is  done  through  the  Information  Support  Systems  division,  which  provides 
technical  services  to  government  agencies. 

Perot  Systems 
[#22] 

Personally,  the  respondent  manages  client  relationships.  As  a company,  Perot  assists 
customers  with  aligning,  managing  and  applying  technology  toward  client  business  objectives. 

Respondent  has  been  in  the  IT  outsourcing  field  for  five  years.  He  began  his  career  at  EDS 
where  he  achieved  Inner  Circle  Status  as  one  of  the  top  sales  people  globally.  He  now 
represents  Perot  System’s  Integrated  Solutions  Group  and  is  one  of  the  top  sales  people 
representing  this  group. 

Raytheon  [#7] 

The  respondent  has  been  an  observer  as  well  as  a participant  in  the  outsourcing  initiatives  of 
various  government  agencies.  At  Raytheon,  he  played  a key  role  in  preparing  the  company’s 
bid  for  the  NSA’s  Groundbreaker  contract.  All  of  his  professional  experience  has  been  in  the 
federal  market.  Currently,  Raytheon  does  less  than  5%  of  its  business  in  commercial  markets. 

SAIC  [#20] 

Respondent  has  recently  moved  into  a very  high  level  executive  position  with  responsibility  for 
all  commercial,  and  some  federal  outsourcing  business.  This  new  position  is  more  senior  than 
that  held  by  its  predecessor  and  signals  a significant  reorganization  of  the  vendor’s  approach 
to  outsourcing — primarily  by  piercing  the  stovepipes  between  the  federal  and  commercial 
markets.  Respondent  believes  that  commercial  and  federal  outsourcing  operations  should  be 
operated  separately — but  the  units  should  be  able  to  leverage  each  other’s  assets. 

Respondent  has  30  years  of  experience  in  outsourcing,  beginning  at  the  federal  division  at 
UNISYS.  As  indicated  above,  he  does  not  believe  that  a vendor  operating  in  both  markets  can 
use  the  same  sales  force,  but  he  does  believe  that  the  same  technical  staff  can  work  in  both 
markets.  Beyond  that,  vendors  need  to  pay  attention  to  the  differing  cost  accounting  systems 
used  in  federal  and  commercial  markets 

The 

Outsourcing 
Institute  [#2] 

The  respondent  has  a broad  background  in  IT  outsourcing,  having  worked  at  UNISYS,  AT&T 
Solutions,  Cap  Gemini  and  other  firms  prior  to  The  Outsourcing  Institute.  Previously,  he 
worked  with  Victor  Millar,  co-founder  of  Andersen  Consulting,  who  is  now  CEO  of  VC  Fund. 
He  has  been  selling  IT  outsourcing  deals  since  1982. 

UNISYS  [#16] 

Respondent  is  a Manager  of  Market  Development  & Planning.  He  has  worked  with  leading 
providers  of  outsourcing  to  both  commercial  and  public-sector  marketplaces. 

USInternet- 
working  [#14] 

Respondent  is  a VP  for  public  sector  sales.  However,  prior  to  assuming  this  position  in  spring 
2000,  he  had  extensive  experience  in  the  commercial  IT  outsourcing  market,  beginning  with 
CSC  in  1974.  At  USI,  his  role  includes  business  development,  sales,  staffing,  and  new  client 
capture  in  the  public  sector,  which  at  USI  includes  all  of  higher  education. 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise) 


ACS 

Government 
Solutions  Group 
[#8] 

ACS  considers  itself  a “pure  play”  outsourcing  vendor  whose  vendors  derive  virtually  in  their 
entirety  from  IT  outsourcing.  Overall,  the  company’s  $2  billion  revenue  mix  is  two-thirds 
commercial,  one-third  public  sector,  which  includes  federal  (both  civilian  and  DOD)  as  well  as 
state  & local.  In  the  Government  Solutions  Group  alone,  revenues  are  split  between  IT 
solutions  ($300-400  million  annually),  ACS  Defense  ($100  million  annually)  and  Business 
Application  Systems  ($100-200  million  annually).  The  state  & local  government  division  does 
about  $600  million  annually:  another  $100  million  of  state  & local  business  is  done  outside  of 
the  Government  Solutions  Group. 

Applicast  [#9] 

Menlo  Park-Califomia-based  Applicast  is  an  Application  Service  Provider  that  specializes  in 
serving  the  midmarket,  high-tech  industry  (“the  premier,  total-solution  [ASP]  for  aggressive- 
growth  companies”).  Recently,  it  merged  with  Englewood,  Colorado-based  Agilera  (“the  first 
ASP  to  offer  a combination  of  hosted  solutions  and  value-added  services”). 

Applicast  defines  “midmarket”  loosely  as  comprising  companies  with  $0-1  billion  in  revenues. 
In  a crowded  field,  Applicast  differentiates  itself  from  its  competitors  by  eschewing  “legacy 
baggage,”  i.e.,  the  high  overhead  resulting  from  established  infrastructure,  staff  consultants, 
etc.  It  was  formed  as  a new  organization  specifically  to  serve  the  new  ASP  market.  One  key 
element  of  success  has  been  to  partner  effectively  with  complementary  companies. 
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COMPAQ  [#1 8] 

Compaq  Global  Services  has  been  providing  outsourcing  services  since  the  late  1980s. 

Convergys  [#19] 

Presently,  Convergys  is  divided  into  two  divisions,  Information  Management  Group  (IMG)  and 
Customer  Management  Group  (CMG).  The  IMG  division  represents  about  60%  of  revenues, 
derived  primarily  from  customers  in  the  wireless  telecom  industry.  Overall,  Convergys  believes 
that  it  is  the  dominant  U.S.,  if  not  global,  vendor  of  comprehensive  customer  care  and  billing 
solutions  for  the  telecom  industry.  It  also  serves  the  “technology”  industry,  which  it  defines  to 
include  ISP  and  related  computer  HW  vendors.  In  financial  services,  it  serves  banks  and  other 
institutions  primarily  in  connection  with  the  telecom  industry  and  call  center  operations. 
Convergys  also  has  a large  share  of  cable  and  broadband  provider  billing  operations. 

Company  does  business  in  Europe  and  Latin  America  and  is  now  in  the  process  of  setting  up 
several  offshore  IT  centers  (including  in  Israel)  from  which  it  will  serve  global  clients.  A Latin 
American  center  is  being  set  up  with  a Brazilian  partner  on  a Build  Operate  Transfer  (BOT) 
model  whereby  Convergys  will  operate  the  center  initially,  but  ownership  will  revert  overtime 
to  the  local  partner. 

Currently,  Convergys  does  not  do  business  at  all  in  the  U.S.  federal  market. 

In  the  1980s,  CIBIS  [predecessor  to  Convergys]  made  acquisitions  in  order  to  enter  the  federal 
market,  especially  in  the  facilities  management  segment.  By  the  1993-94  period,  management 
decided  to  divest  all  federal  market  operations  in  order  to  focus  entirely  on  providing  billing  and 
call  center  services  to  commercial  customers.  Currently,  the  company  is  divided  into  two 
divisions,  IMB  = Information  Management  Group  [formerly  CIBIS];  and  CMG  = Customer 
Management  Group  [formerly  MATRIX].  These  had  been  part  of  Cincinnati  Bell  prior  to  the 
Convergys  spin-off. 

Convergys  offers  both  products  and  services.  These  can  be  bundled  into  large, 
comprehensive  outsourcing  contracts.  Alternatively,  customers  can  purchase  specific  business 
solutions  that  they  implement  themselves.  Convergys  has  little  proprietary.  Rather,  it  markets 
value-added,  proprietary  packages  of  third-party  software  that  has  been  “pre-integrated”  to 
work  together.  This  proprietary  architecture  is  important  because  of  the  growing  complexity  in 
the  telecom  market  of  the  “rating  of  events”  problem.  This  refers  to  the  difficulty  of  assembling 
disparate  kinds  of  transaction  data  from  around  the  world,  applying  the  correct  billing  and  rate 
information  in  order  to  assure  a high  level  of  customer  service  to  client’s  customers. 

CSC  (1)  [#3] 

Federal  market  work  comprises  about  25%  of  CSC’s  total  revenues.  This  has  declined  at 
times  to  23%,  but  the  target  remains  25%.  Another  3-5%  of  total  revenues  derives  from  work 
in  the  state  and  local  levels  of  the  public  sector.  Fifteen  years  ago,  federal  business  comprised 
70%  of  CSC’s  total  revenues,  including  outsourcing  and  facilities  management.  Overall, 
outsourcing  comprises  38%. 

Historically,  CSC  leveraged  its  work  for  General  Dynamics  to  enter  the  federal  market.  The 
key  to  success  in  this  market  has  been  strong  program  management  skills,  good  software 
development  capability,  and  skill  in  dealing  with  complex  systems  and  security  environments. 
Another  key  to  success:  thorough  knowledge  of  agencies  and  customer  needs. 

CSC  (2)  [#5] 

CSC  does  a wide  range  of  types  of  outsourcing,  including  Web-hosting,  applications 
management  (ex.  health  care  and  financial  services)  and  is  a leading  provider  for  the 
insurance  industry  (ex.  recent  acquisition  of  Mynd,  which  only  reinforced  a prior  position  of 
strength).  Last  year,  there  was  a noticeable  trend  toward  “downmarket”  outsourcing 
(transaction  processing),  but  this  was  likely  an  anomaly. 

EDS  [#21] 

Respondent  explained  that  EDS  has  currently  four  operational  divisions: 

Information  Solutions  (which  includes  traditional  outsourcing  and  comprises  80%  of  EDS’  total 
revenues): 

• A.T.  Kearney,  high-end  management  consultants: 

• E-solutions,  which  does  Web  development  and  related  Internet  work; 

• Business  Process  Management,  which  includes  a large  health  care,  claims-processing 
operation  along  with  other  commodity  data  processing. 

Entex  IT 
Services  [#13] 

Currently,  public  sector  comprises  only  10%  of  Entex’s  total  revenues,  commercial  work 
represents  90%.  Of  public  sector  work,  only  10%  derives  from  the  federal  government — the 
rest,  from  work  for  state  and  local  government  clients. 

The  company’s  primary  products  are  desktop  services  and  network  management. 
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Background  of  the  Siemens  Acquistion  Last  Year  of  Entex 

At  present,  Entex  is  a wholiy  owned  subsidiary  of  Siemens  Business  Services  (SBS),  based  in 
Germany.  Entex  operations  are  integrated  fuliy  into  Siemens  on  a global  basis.  SBS  is  divided 
into  SBS  consulting  and  IT  Services.  Entex  is  part  of  the  IT  Services  group. 

Fed  Data  [#17] 

Fed  Data  is  now  a part  of  Logicon,  which  is  Northop  Grumman’s  IT  services  division.  (When 
the  Litton/PRC  acquisition  is  completed,  part  of  it  will  join  Logicon,  and  part  will  go  directly  to 
Northrop  Grumann.  While  Fed  Data  and  Logicon  have  a few  commercial  clients,  90%  of  their 
work  is  for  federal  clients.  Of  that,  only  10%  comprises  IT  outsourcing. 

According  to  respondent,  commercial  IT  work  at  Fed  Data  is  done  by  completely  separate 
work  groups.  There  is  virtually  no  synergy  between  the  federal  and  commercial  market  teams. 
The  company’s  commercial  work  was  described  as  “oddball”  projects  that  included  help  desk 
and  network  management  work — but  no  data  center  outsourcing. 

Currently,  Fed  Data  has  a backlog  of  about  $20  million  in  annual  revenue  from  signed 
contracts.  By  comparison,  Logicon  had  $400  million  in  1998  and  has  grown  to  $2.1  billion 
today.  On  the  top  level,  Northrop  Grumann  has  annual  revenues  of  $10  billion;  Logicon 
represents  $2.5  billion  of  this  (including  Fed  Data).  Litton/PRC  has  annual  revenues  of  $5.5 
billion. 

Getronics  [#10] 

Getronics  does  $3-4  billion  in  annual  revenues  worldwide.  Of  this,  the  Government  Solutions 
Group  in  the  U.S.  contributes  about  $400  million,  or  10%  of  the  total.  The  corporate  target  is  to 
grow  this  business  to  $1  billion  over  the  next  5-6  years  through  organic  growth  and 
acquisitions.  Seat  management  comprises  about  10-15%  of  the  Government  Solutions 
Group’s  revenues:  the  remaining  85-90%  consists  of  a variety  of  professional  services  (non- 
outsourcing). 

According  to  the  respondent,  the  term  “seat  management”  is  essentially  a federal-market- 
specific  term.  In  the  commercial  market,  “desktop  services” — the  nearest  equivalent — usually 
includes  network  services,  call  center  and  other  kinds  of  work.  For  some  federal  customers, 
seat  management  contracts  are  used  as  a back  door  vehicle  to  buy  hardware  when  they  can’t 
access  a capital  expenditure  budget.  FIW  purchases  are  built  into  the  seat  management 
contract  under  the  guise  of  periodic  equipment  “refresh”  and  using  existing  GSA  schedules. 
Federal  budget  politics  often  requires  agencies  to  spend  money  on  a time  & materials  basis 
even  when  this  is  contrary  to  the  best  interest  of  both  the  government  and  the  taxpayer. 

Partly  for  the  reasons  noted  above,  the  government’s  concept  of  seat  management  is  evolving 
and  becoming  increasingly  comprehensive.  Eventually,  it  will  become  something  like  BPO  in 
the  commercial  market.  This  process  will  take  4-5  years.  At  present,  they  are  putting  out  to  bid 
increasingly  extensive  pieces  of  work. 

Keane  [#1 5] 

Background  on  Keane 

As  a percentage  of  total  company  revenue,  Keane’s  public  sector  business  represents  about 
15%.  Overall,  about  60%  of  the  company’s  turnover  derives  from  IT  outsourcing  of  various 
kinds. 

Keane  has  four  main  business  divisions: 

• Application  development  and  management  (9%  is  outsourcing) 

• E-solutions  projects  (9-10%  is  outsourcing) 

• Business  innovation  and  consulting  (1%  is  outsourcing) 

• Managed  IT 

Keane  earns  about  38%  of  its  revenues  from  “e-solutions  projects.”  According  to  respondent, 
Keane  has  never  lost  an  outsourcing  customer  based  on  poor  performance:  “[Outsourcing]  is 
not  a market  for  people  who  can’t  perform.” 

Of  Keane’s  total  revenue,  60-70%  derives  from  multiyear  outsourcing  contracts. 

Keane  [#6] 

Outsourcing  comprises  about  50%  of  Keane’s  total  revenues.  Of  that,  work  for  commercial 
clients  represents  about  80%  of  outsourcing  revenues;  work  in  the  federal  market  represents 
about  20%  of  total  outsourcing  revenues.  Management  believes  that  this  is  an  optimal 
diversification  for  the  company.  Overall,  the  federal  unit  represents  about  10-15%  of  total 
company  revenues. 

Litton/PRC  [#1] 

Depending  on  one’s  definition  of  outsourcing,  Litton/PRC  does  about  $175  million  annually  in 
outsourcing,  representing  about  95%  in  the  federal  sector  and  the  remaining  5%  in  the  non- 
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federal  pubiic  sector.  On  a dollar  basis,  outsourcing  accounts  for  about  25-30%  of  total 
revenues. 

Parent  Litton  Industries  does  commercial  outsourcing,  but  those  activities  are  totally  separate 
from  the  Litton/PRC  unit. 

[A  contract  at  Federal  Data/Logicon  speculated  that— after  the  Northrop  Grumman  acquisition 
of  Litton  Industries,  Litton/PRC  would  be  folded  into  the  Fed  Data/Logicon  unit.  However,  this 
respondent  believed  that  the  it  would  likely  be  joined  directly  to  Northop.  The  matter  is  as  yet 
unresolved.] 

Litton/PRC  has  been  active  in  the  staff  augmentation  and  [physical]  asset  management. 
Currently,  the  company  is  most  active  in  the  following  outsourcing  markets: 

• Seat  management 

• Network  management 

• Help  desk 

• Application  management 

• Storage  on  demand  (SAN  - storage  area  networks)  where  Litton/PRC  owns  and  operates 
the  storage  servers  for  clients 

The  company  is  attempting  to  diversify  away  from  federal  market  seat  management  and  into 
the  state  and  local  government  markets,  especially  for  data  storage,  which  is  experiencing 
huge  growth. 

in  the  area  of  asset  “takeover”  or  management,  company  has  oniy  one  contract  for  $1 5 million 
(a  GSA  seat  management  contract).  The  storage-on-demand  business  is  still  small,  but 
Litton/PRC  expects  “tremendous”  growth  in  this  market. 

Lockheed 
Martin  [#4] 

Of  Lockheed  Martin’s  total  revenues,  IT  outsourcing  plays  a small  role,  comprising  iess  than 
$1  billion  annually.  This  is  split  about  half  federal,  half  commercial.  The  division  does  NO 
transaction  processing.  The  company  also  does  some  business  in  the  state  and  local 
government  market  segment,  which  amounts  to  about  $400  miliion  annually. 

The 

Outsourcing 
Institute  [#2] 

Background  on  The  Outsourcing  Institute 

It  is  a private  organization  that  was  formed  in  1993.  It  owns  a Web  site.  The  purpose  of  the 
organization  is  to  become  a primary  resource  for  the  outsourcing  industry,  along  the  lines  of  a 
professional  association,  but  with  practical  benefits.  The  Institute  hosts  Forbes  magazine 
events  and  co-sponsors  publications.  It  aims  to  be  a neutrai  clearinghouse  for  information  on 
best  practices,  events,  etc.  it  coordinates  with  DCi  on  participation  in  large,  industry  events.  It 
has  no  paid  membership,  but  has  buiit  a DB  (“Accelerator”)  of  24,000  industry  participants— 
including  buyers,  seilers  and  “influencers.”  The  organization  derives  income  from  consuiting 
fees  and  provision  of  various  kinds  of  marketing  assistance.  In  addition,  the  Institute  receives 
income  from  finder’s  fees  generated  by  helping  vendors  win  new  outsourcing  business  for 
vendors.  (Typically,  8-15%  of  total  contract  value  is  spent  on  deal  marketing.) 

Currently,  the  Institute  maintains  an  Outsourcing  Index,  which  is  the  core  of  its  ciearinghouse 
efforts.  The  organization  has  a staff  of  18  people,  headed  by  its  founder,  Frank  Casale. 
Initially,  Michael  Corbett  was  a principal  in  the  organization,  but  he  subsequently  founded  his 
own  company,  Michael  Corbett  & Associates,  which  is  an  outsourcing  consultant.  At  present, 
the  Institute  is  seeking  VC  funding. 

In  his  opinion,  generaliy,  the  federal  and  commercial  outsourcing  businesses  of  vendors  are 
operated  in  complete  independence.  He  regards  this  as  unfortunate.  The  Accelerator— offered 
on  the  Institute  Web  site — was  conceived  as  a start  up  portai  for  the  exchange  of  data  by  all 
participants  in  the  outsourcing  process. 
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USInternet- 
working  [#14] 

At  USI,  the  sales  force  is  organized  according  to  geographical  territories.  Within  each  territory, 
there  are  multiple  VPs  with  differing  responsibilities  within  the  region.  Within  regions,  there  is 
some  focus  on  specific  vertical  industries  depending  on  which  companies  are  prominent  in  the 
area,  rather  than  on  a corporate  strategy  for  such  diversification.  In  fact,  USI  wants  to  market 
to  all  vertical  industries  because  it  positions  its  offer  as  essentially  a “horizontal”  service  that 
should  be  attractive  to  all  companies  that  share  certain  non-industry  characteristics. 

Beyond  that,  USI  wants  to  come  to  market  by  highlighting  the  specific  applications  that  it 
offers,  rather  than  its  vertical  industry  expertise.  Nevertheless,  the  company  does  enjoy  some 
industry-specific  advantages  in  regard  to  BroadVision  for  retailing  and  PeopleSoft  in 
insurance. 

Market  Position 

In  respondent’s  view,  the  advent  of  the  ASP  model  represents  a significant  evolution  in  the  IT 
industry.  He  believes  that  vendors  such  as  CSC,  EDS  and  IBM  Global,  on  the  whole,  target 
very  comprehensive  contracts  that  include  data  centers,  networks,  applications,  etc.  In 
contrast,  USI  targets  ONLY  the  demand  for  specific  apps. 

3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  Federal  market? 


ACS 

Government 
Solutions  Group 
[#8] 

Within  the  federal  market,  ACS  targets  specific  agencies  as  their  best  sources  of  business 
growth,  ranked  according  to  the  best  match  between  ACS  areas  of  expertise  and  agency 
requirements. 

• Other  considerations  include: 

• Where  do  we  have  the  best  technical  solutions? 

• Where  can  we  find  a “level  playing  field”?  (In  some  agencies,  the  incumbent  is  so  well 
entrenched  that  it  is  virtually  impossible  to  win  new  contracts.) 

ACS  considers  itself  to  be  the  top  vendor  In  the  network  security  market  segment,  as 
evidenced  by  work  for  NASA.  Also,  ACS  considers  itself  to  be  the  biggest  factor  in  the  imaging 
market  where  it  does  $400  million  annually.  In  seat  management,  ACS  has  300,000  seats 
under  management. 

Applicast  [#9] 

To  date,  Applicast  does  no  business  in  the  federal  market. 

Management  considers  the  public  sector  (including  federal)  market  unattractive  because  of 
excessive  bureaucracy  and  the  slow  pace  of  change.  Applicast  wants  to  work  with  customers 
that  are  ready  to  transform  themselves,  and  quickly.  Applicast  management  perceives  the 
public  market  as  lacking  in  opportunity  to  achieve  innovative  implementations  in  a short 
timeframe.  Conversely,  it  is  seeking  to  build  a client  base  among  fast-growing,  innovative 
commercial  companies.  It  would  rather  expand  into  complementary  vertical  industries. 

For  this,  success  hinges  on  the  ability  to  understand  a customer’s  industry-specific 
requirements.  It  is  not  enough  to  propose  generic,  or  standardized,  horizontal  software 
applications  (such  as  plain-Vanilla  PeopleSoft).  Applicast  sees  the  most  profit  and  the  best 
growth  prospects  in  “upmarket”  solutions  that  fall  within  the  category  of  Business  Process 
Management  (BPO). 

Applicast  has  no  proprietary  software,  but  does  have  proprietary,  industry-specific  packages  or 
templates  that  consist  of  pre-configured,  complementary  software  applications.  It  is  critically 
important  to  “speak  the  customer’s  language.”  Applicast  is  not  a BPO  vendor,  but  believes  that 
it  has  a BPO  focus,  or  orientation. 

COMPAQ  [#18] 

From  an  outsourcing  perspective,  very  little  of  Compaq’s  business  is  in  the  U.S.  Federal. 

Convergys  [#19] 

Convergys  doesn’t  believe  there  is  a place  for  it  in  the  federal  market  because  it  specializes  in 
mission-critical  applications.  Its  customers  prefer  its  solutions  because  they  are  field-tested. 
Respondent  doesn’t  believe  that  the  kind  of  work  that  the  company  does  has  a wide 
application  in  the  federal  market,  except  perhaps  at  the  IRS.  In  his  view,  “the  federal  market  is 
a world  unto  itself.” 

He  believes  that  sales  staffs  need  to  be  different  (it  is  more  difficult  to  send  federal  salesmen 
into  the  commercial  market).  All  parts  of  the  organization,  including  technical,  sales  and  office 
staffe  need  to  adapt  to  the  characteristics  of  each  market — which  differ  significantly. 
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CSC  (1)[#3] 

Federal  market  work  comprises  about  25%  of  CSC’s  total  revenues.  This  has  declined  at 
times  to  23%,  but  the  target  remains  25%.  Another  3-5%  of  total  revenues  derive  from  work  in 
the  state  and  local  levels  of  the  public  sector.  Fifteen  years  ago,  federal  business  comprised 
70%  of  CSC’s  total  revenues,  including  outsourcing  and  facilities  management.  Overall, 
outsourcing  comprises  38%. 

Historically,  CSC  leveraged  its  work  for  General  Dynamics  to  enter  the  federal  market.  The 
key  to  success  in  this  market  has  been  strong  program  management  skills,  good  software 
development  capability,  and  skill  in  dealing  with  complex  systems  and  security  environments. 
Another  key  to  success:  thorough  knowledge  of  agencies  and  customer  needs. 

EDS  [#21] 

Respondent  confirmed  that  14%  of  total  EDS  revenues  derive  from  the  U.S.  federal  market 
and  58%  overall  from  the  U.S.  market. 

Of  total  global  sales,  60%  derives  from  IT  outsourcing.  An  estimated  2%  comes  from  the  non- 
federal,  U.S.  state  and  local  government  market. 

Entex  IT 
Services  [#13] 

Entex  participates  in  the  federal  market  in  both  prime  and  subcontractor  roles. 

Fed  Data  [#17] 

Respondent  sees  excellent  long-term  growth  potential  for  increased  desktop  management 
business  (task  orders)  from  the  DoD,  Army  and  Air  Force.  These  agencies  are  now  trying  to 
follow  the  example  of  the  Navy’s  NMCl  contract.  While  they  don’t  anticipate  any  dramatic  new 
budget  allocations,  the  DoD  appears  increasingly  willing  to  change  existing  budget  allocations 
in  order  to  roll  up  GSA  task  orders  and  other  BPA  contracts  in  to  evermore  comprehensive 
“bundled”  large  contracts  for  a wider  range  of  work. 

In  this  context,  respondent  corroborated  opinions  expressed  by  other  vendors  to  the  effect  that 
the  federal  government’s  entire  IT  infrastructure  would  be  virtually  obsolete  in  less  than  five 
years.  This  reality,  along  with  the  skills  shortage,  budget  restrictions  and  pending  retirements, 
would  make  IT  outsourcing  unavoidable. 

Perot  Systems 
[#22] 

Perot  Systems  does  no  business  at  all  in  the  U.S.  federal  market. 

SAIC  [#20] 

Currently,  50%  of  SAIC’s  total  revenues  of  $5.5  billion  [2000;  FYJan  31]  derive  from  business 
in  the  federal  sector,  50%  from  the  commercial  market.  Of  this, 13%  represents  outsourcing. 
SAIC’s  primary  vertical  markets  are: 

• The  oil  & oas  industrv  fbuilt  around  core,  olobal  contracts  with  BP  an  a laroe  ioint  venture. 
Entessa,  with  Petavesa,  the  Venezuelan  oil  company); 

• Utilities  - built  on  core  contracts  with  Enterov  and  the  Scottish  Power  authoritv  fSAIC’s 
largest  contract): 

• State  and  local  aovemment  - built  on  the  core  contract  shared  with  CSC  for  San  Dieoo 
County,  where  SAIC  is  headquartered.  (While  the  contract  was  announced  as  a CSC  win, 
respondent  commented  that  “SAIC  brought  CSC  into  the  deal.”) 

• Federal  - built  on  core  contracts  with  the  FBI  for  data  securitv  and 

• SW  engineering 

In  addition,  the  financial  services  and  manufacturing  industries  are  also  important  to  SAIC,  but 
to  a lesser  degree. 

USInternet- 
working  [#14] 

Commercial  vs  Public  Sector  Market 

To  date,  US  I has  only  seven  clients  in  the  public  sector,  six  in  the  federal  market  and  one  in 
state  and  local  (the  NY  Port  Authority).  Currently,  the  company  is  focusing  on  potential 
business  with  the  State  of  Maryland,  which  leverages  its  advantageous  location  in  Maryland’s 
state  capital,  Annapolis. 

Public  sector  business  comprises  only  5-10%  of  USI’s  total  revenues.  In  the  federal  market, 
USI  has  chosen  to  partner  with  big  SI  vendors.  Typically,  these  vendors  do  not  want  to  make  a 
large,  new  Investment  in  hardware  and  find  USI’s  remote  app  delivery  an  attractive  alternative. 

From  a marketing  point  of  view,  USI  benefits  from  the  extensive  customer  relationships  of 
these  top-tier  vendors,  e.g.,  PWC,  EDS,  IBM.  USI  believes  that  it  is  gaining  valuable  exposure 
through  partnering.  Regarding  profitability,  while  it  is  true  that  federal  contracts  usually  carry 
lower  profit  margins,  their  size  tends  to  be  larger,  which  serves  as  an  off-setting  factor.  As  a 
result,  USI  has  taken  no  “profit  haircut.” 
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4.  In  which  vertical  industries  do  you  see  the  greatest  potential  for  IT  outsourcing? 


ACS 

Government 
Solutions  Group 
[#8] 

ACS  considers  itself  to  be  a “services  company,”  which  means  that  it  wants  to  provide  bodies 
and  sell  solutions.  It  wants  to  build  on  its  experience  with  the  ODiN  contract.  GSA  seat 
management  has  not  been  very  successful,  but  NASA’s  ODIN  contract  was  structured 
differently.  OAO  and  ACS  each  has  responsibility  for  multiple  NASA  sites.  Typically,  seat 
management  contracts  are  difficult  because  vendors  must  interact  with  a multiplicity  of  other 
vendors,  as  well  as  with  civil  servants.  Respondent:  “Give  me  an  empty  room,  and  would  love 
to  do  seat  management.”  Better  are  contracts  where  seat  management  is  included  along  with 
networking  and  application  services. 

The  ACS  Government  Solutions  Group  works  closely  with  its  counterparts  in  commercial 
sales.  Staff  meets  regularly,  compares  notes.  Some  prospects  are  marketed  jointly  and  there 
has  been  much  benefit  from  this  close  cooperation.  The  commercial  culture  provides  depth  of 
knowledge  in  the  area  of  “best  practices.”  The  federal  market  culture  provides  excellent  depth 
of  project  management  skills,  technical  discipline  and  rigor  of  methodology. 

In  a few  cases,  commercial  clients  have  been  brought  to  see  what  is  being  done  in  the  federal 
market.  They  have  been  so  impressed  that  commercial  deals  were  closed  in  the  offices  of  the 
Government  Solutions  Group. 

Convergys  [#19] 

As  indicated  earlier,  respondent  views  the  telecom,  technology  and  financial  services 
industries  as  the  company’s  best  growth  prospects. 

Fully  80%  of  revenues  are  derived  from  the  telecom  sector.  In  the  technology  sector, 
customers  include  ISP,  broadband  providers,  Dell  and  other  IT  hardware  vendors.  In  financial 
services,  the  company  works  with  banks  primarily  by  providing  call  center  services.  It  does  no 
network  or  data  center  management. 

Respondent  believes  that  the  market  for  the  kind  of  “end-to-end”  solutions  that  Convergys 
offers  is  growing  rapidly.  Demand  for  customer  service  and  billing  solutions  will  only  increase. 
Worth  noting,  Convergys  also  offers  the  third  component  of  the  billing/CRM-call  center  triad: 
CRM  analytics,  or  knowledge  management  that  converts  the  billing  and  transaction 
information  into  useful  marketing  data  for  customers. 

CSC  (2)  [#5] 

CSC  sees  the  best  opportunities  for  growth  in  its  commercial  IT  outsourcing  business  in 
financial  services  (banking  and  insurance),  manufacturing  (esp.  electrical)  and  other 
industries. 

Since  mid-1998,  the  company  has  done  relatively  little  work  in  accounting  (other  than  Y2K- 
related).  Overall,  consolidation  in  the  banking  industry  has  been  good  for  IT  outsourcing,  yet 
the  end  of  Y2K  spending  depressed  the  volume  of  business.  Now  there  is  a powerful  trend  in 
play  toward  standardization,  esp.  in  the  areas  of  application  management,  or  applications 
infrastructure. 

Customers  want  vendors  to  buy  their  data  centers,  run  and  operate  them.  In  some  cases, 
customer’s  want  work  done  on  their  premises  (whether  they,  or  the  vendor  own  the  hardware); 
in  other  cases,  customers  either  agree  to  having  their  work  done  remotely  at  the  vendor’s  data 
center. 

Ultimately,  customers  become  comfortable  with  the  idea  of  vendors  acquiring  and  running  their 
hardware,  located  on  the  customer’s  premises,  while  the  vendor  does  work  for  third  parties. 
This  kind  of  flexibility  greatly  enhances  the  cost-effectiveness  of  deals  to  customers  and  the 
profitability  of  them  to  vendors. 

While  our  financial  service  customers  tend  to  be  headquartered  in  the  U.S.,  their  operations 
are  global.  So  far,  we  do  all  work  for  them  in  the  U.S.,  however,  we  are  exploring  the 
possibility  of  using  offshore  IT  vendors  as  partners  in  countries  such  as  India.  No  initiatives  in 
this  area  have  yet  been  implemented. 

EDS  [#21] 

EDS  sees  the  best  prospects  in  the  financial  services,  telecom,  manufacturing,  energy,  and 
health  care  industries.  In  addition,  the  company  finds  the  federal  and  state  public  sectors 
attractive  along  with  transportation — especially  the  “emerging”  transportation  segments  of  air, 
car  rental,  and  freight. 
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Entex  IT 
Services  [#13] 

Most  Attractive  Markets 

Financial  services  (including  insurance)  and  health  care  [a  stronghold  of  Siemens]  appear  to 
have  the  most  potential  for  Entex.  Nevertheless,  the  company  is  active  in  almost  all  vertical 
industries.  Sales  and  marketing  are  not  organized  by  vertical  industry.  Entex  believes  that  its 
primary  offer,  desktop  services,  is  a horizontal  product  that  can  be  sold  in  every  industry  to 
organizations  above  a certain  size  (3-5,000  seats). 

Overall,  the  IT  outsourcing  market  is  clearly  moving  “upmarket”  toward  more  comprehensive 
contracts.  Customers  want  relief  from  the  burden  basic  IT  operations  and  they  want  to 
advance  an  agenda  that  includes  a transition  toward  e-business— and  lower  headcount. 
Cost-savings  are  less  important  than  streamlining  management  structure. 

Independent 

Consultant 

Respondent  believes  that  ASPs  have  good  growth  potential.  Top-tier,  experienced  IT  vendors 
can  thrive  in  all  verticals  because  many  facets  of  the  services  required  are  really  generic.  As  a 
result,  vendors  can  leverage  experience  in  one  vertical  to  another.  Although  clients  do  expect 
vendors  to  offer  reference  clients  in  their  own  industry,  this  need  not  be  a barrier. 

Truth  be  told,  customers  ALWAYS  believe  that  their  needs  are  unique  (and  you  don’t  dare 
contradict  them).  This  customer  misperception  is  based  on  a lack  of  technical  background. 

From  a technology  point  of  view,  there  is  little  significant  difference  between  verticals.  Flaving 
said  that,  ASPs  are  most  attractive  when  they  specialize  on  offering  very  well  chosen  selection 
of  applications  that  industry-specific. 

Keane  [#1 5] 

We  see  the  best  potential  for  commercial  outsourcing  business  in  the  financial  vertical 
(banking  and  insurance),  utilities  (esp.  natural  gas  companies),  health  care,  entertainment. 

Most  important,  in  the  commercial  market  the  customer  must  have  confidence  in  the  vendor  as 
a partner.  At  the  same  time,  the  customer  expects  the  vendor  to  be  profitable.  Therefore,  as 
changes  are  made  to  the  original  contract  agreement,  customers  understand  that  costs  can 
rise  and  they  are  willing  to  pay.  All  of  this  is  much  more  difficult  in  the  federal  market.  Often, 
FAR  is  used  as  an  excuse  to  deny  changes  in  the  contract,  or  to  pay  additional  costs.  In  the 
end.  It  Is  more  difficult  to  make  money  in  the  federal  market. 

Keane  [#6] 

Keane  sees  excellent  potential  for  growth  of  its  public  sector  business,  federal  as  well  as  state 
and  local  government.  Beyond  that.  It  sees  good  opportunity  in  financial  services,  insurance, 
manufacturing  and  utilities— which  is  currently  experiencing  unfavorable  market  conditions. 
Telco  is  another  market  for  good  growth. 

Keane  does  a lot  of  what  it  calls  “backfilling”  gaps  in  customer  resources  by  deploying  contract 
staff  either  on  site,  or  at  a remote  location.  (Sometimes  “remote”  is  only  a few  blocks  away 
from  the  customer’s  premises.)  In  addition,  Keane  sends  customer  work  to  its  own  “remote” 
data  center  in  Halifax,  Nova  Scotia. 

Keane  has  done  some  deals  to  provide  HR  solutions  and  is  strong  in  system  integration. 
These  markets  remain  attractive. 

Litton/PRC  [#1] 

Financial  Services,  Manufacturing  and  Healthcare 
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Lockheed 
Martin  [#4] 

Respondent  sees  the  best  potential  for  new  IT  outsourcing  business  in  the  financial  services 
and  utilities  industries.  Utilities  are  particularly  attractive  due  to  deregulation  and  the  turmoil 
surrounding  changing  market  relationships. 

In  terms  of  types  of  outsourcing,  respondent  sees  the  best  growth  potential  in  BPO  work. 
Nevertheless,  he  believes  that  the  IT  outsourcing  market  is  moving  in  two  directions 
simultaneously,  toward  increasingly  comprehensive  as  well  as  toward  “low-end,”  specific- 
application  services  and  transaction  processing. 

The  answer  depends  on  who  is  making  business  decisions.  CEOs  think  in  terms  of  BPO  (“big 
picture”)  or  ASP  (“BPO  by  the  drink”). 

The  IBS  division  has  chosen  NOT  to  organize  around  vertical  industries.  Instead,  it  targets 
large  multinational  customers  that  want  to  buy  services  only.  IBS  has  no  interest  in  acquiring 
customer  assets  or  managing  facilities. 

IBS  can  build  e-business  centers,  but  would  prefer  to  do  remote  application  management  for 
clients  who  don’t  want  to  own  their  own  data  centers.  Also,  IBS  would  like  to  sell  special 
solutions  such  as  supply  chain  management. 

IBS  does  not  believe  in  “building  ahead  of  the  curve,”  i.e.,  running  the  risk  of  excess  capacity 
in  either  equipment  or  staff.  It  strives  to  stay  just  slightly  ahead  of  demand.  In  this,  and  other 
ways,  IBS  benefits  from  its  experience  in  both  the  U.S.  and  South  America. 

Raytheon  [#7] 

Primarily  the  oil  & gas  industry,  telecom  / IT,  energy  (including  the  utilities). 

Respondent  believes  that  the  utilities  and  telecom  markets  globally  are  very  attractive  because 
of  continuing  deregulation— which  is  even  a factor  in  the  U.S.,  as  evidenced  by  California. 

More  important,  the  utilities  and  telecom  industries  have  an  established  billing  system  in  place 
that  reaches  all  businesses  and  consumers.  This  puts  them  in  a very  unique  position.  Other 
growth  areas — financial  services  and  manufacturing,  to  a lesser  extent. 

While  there  is  great  potential  for  growth  in  all  segments  of  both  the  federal  and  commercial 
outsourcing  market,  Raytheon  targets  in  particular  the  intelligence  agencies — all  of  which  are 
watching  the  development  of  the  Groundbreaker  contract  in  order  to  decide  whether  to  follow. 

SAIC  [#20] 

Respondent  sees  the  best  growth  potential  in  financial  services,  manufacturing  (particularly  for 
supply-chain-related  work,  and  for  facilities  management  work  for  companies  like  Bechtel  and 
Fluor). 

He  believes  that  IT  outsourcing  only  represents  about  half  of  the  total  outsourcing  market.  The 
next  largest  segment  is  facilities  management,  both  pure  real  estate  and  a sophisticated  mix  of 
real  estate  and  IT.  The  last  segment  is  HR  management.  [This  split  ignores  manufacturing 
outsourcing.) 

In  respondent’s  view,  it  is  unfortunate  that  the  federal  and  commercial  sides  of  outsourcing 
management  are  usually  entirely  separate. 

UNISYS  [#16] 

The  public  sector. 
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USInternet- 
working  [#14] 

In  respondent’s  view,  the  ASP  offer  will  be  even  more  attractive  to  the  public  sector  than  to  the 
commercial  sector  due  to  the  coming  wave  of  retirements  of  federal  IT  workers.  In  his  view, 
the  problems  created  by  these  retirements  will  be  exacerbated  because  it  will  severely 
handicap  the  government’s  independent  ability  to  develop  and  manage  critical  sw  applications. 

In  addition  to  the  public  sector,  USl  views  the  financial  services  (including  insurance)  and 
healthcare  industries  as  particularly  good  prospects.  Also,  retailing  looks  promising  because 
retailers  are  now  accepting  the  need  for  new  e-commerce  strategies  (that  require  specialized 
apps). 

Far  from  suffering  from  fallout  of  the  demise  of  the  dotcoms,  USl  enjoys  an  increasingly 
prominent  and  positive  market  position:  “USl  is  being  wooed  by  big  systems  integration 
vendors.”  USl  considers  itself  to  be  the  number  one  ASP  in  the  industry,  with  special  expertise 
in  ERP  (including  Lawson,  SAP  and  Oracle).  In  fact,  less  than  10%  of  USI’s  clients  are 
dotcoms. 

Major  federal  agencies  want  to  use  the  outsourcing  model  (Justice,  Transportation, 
Agriculture).  USl  sees  no  effect  yet  from  the  TRAC  anti-outsourcing  initiatives  in  Washington. 
There  are  many  counterpressures.  In  the  end,  the  federal  government  will  realize  that  it  has  no 
viable  alternative  to  outsourcing  because  it  will  soon  be  unable  to  operate  its  own  IT 
infrastructure.  Enterprise  software,  such  as  PeopleSoft  is  relatively  labor-intensive,  and  the 
federal  civil  service  cannot  attract  sufficient  numbers  of  skilled  staff  required  to  operate  such 
applications. 

5.  Is  your  business  moving  “upmarket”  toward  entire  business  processes  or 
“downmarket”  toward  more  commodity  transaction  processing? 


ACS 

Government 
Solutions  Group 
[#8] 

Some  barriers  to  entry  on  the  federal  side  include  the  following; 

• A vendor  must  be  an  incumbent  at  an  agency  in  order  to  get  a foot  in  the  door. 

• You  need  to  have  established  personal  relationships — and  you  can’t  walk  the  hallways  to 
introduce  yourself  in  secure  environments.  Access  is  a major  issue. 

• The  government  doesn’t  really  want  full  competition,  which  makes  it  difficult  for  a new 
vendor  to  break  In.  Because  the  federal  procurement  process  is  so  onerous,  despite 
recent  efforts  to  streamline,  there  is  an  increasing  tendency  to  make  new  awards  to 
incumbents  as  an  expediency.  Consequently,  it  can  be  very  difficult  to  unseat  an 
incumbent. 

Some  barriers  to  entry  on  the  commercial  side  include: 

• Marketing  must  be  undertaken  in  a totally  different  way,  costs  are  higher. 

• You  need  new  people  for  commercial  work,  or  you  must  undertake  a long,  difficult  re- 
training effort. 

• For  ACS,  the  best  way  to  enter  a new  market  is  to  acquire  an  existing  company  with  a 
good  reputation  and  on-going  business.  This  can  provide  a platfonn  for  further  expansion. 

Compaq 

We  are  moving  up-market  to  become  a virtual  support  function  to  the  CIO. 

Segments  with  the  best  growth  potential  for  outsourcing:  Telecom,  Financial,  Manufacturing, 
and  Retail/Distribution. 

Goal:  developing  and  delivering  a creditable  value  proposition  that  the  clients  in  the  new 
market  will  buy. 

EDS  [#21] 

EDS  believes  that  the  market  is  definitely  moving  toward  more  comprehensive  outsourcing 
deals  because  company  managements  are  looking  for  long-term,  strategic  business  partners 
that  are  able  to  add  value  to  their  businesses.  The  vendor’s  role  is  clearly  becoming  more 
strategic  than  tactical— as  it  was  in  the  past,  i.e.,  a provider  of  short-term,  clearly  defined 
solutions. 

Fewer  customers  are  opting  to  select  a team  of  various  service  vendors  that  they  need  to 
manage  themselves.  However,  customers  do  often  prefer  to  outsource  while  retaining  certainly 
specifically  defined  IT  functions  to  do  internally.  Even  EDS  seldom  wins  ALL  of  a customer’s  IT 
budget. 

Fed  Data  [#17] 

Direction  of  Federal  Market 

Fed  Data  wants  to  pull  out  of  the  facilities  management  segment  of  IT  outsourcing.  Because 
the  potential  for  increased  business  in  the  federal  seat  management  market  Is  excellent.  Fed 
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Data  is  not  actively  pursuing  commercial  clients.  However,  when  pressed,  he  said  that  he 
thought  the  following  mix  of  business  would  be  ideal: 

• 50%  federal 

• 25%  state  & local 

• 25%  commercial 

The  federal  market  is  clearly  moving  “upmarket,"  albeit  slowly.  For  example,  the  SSA  wants  to 
outsource  only  2,000  seats  as  a test  case  because  it  is  uncomfortable  with  giving  a single 
contract  to  a single  vendor  for  all  60,000  seats  at  the  agency.  Managers  do  not  believe  that 
any  single  vendor  would  be  able  to  fulfill  the  work  required  by  a single  contract  of  that 
magnitude. 

Independent 

Consultant 

Both  trends  are  undenway  simultaneously  (the  outsourcing  pie  is  expanding).  In  either  case, 
vendors  need  to  work  on  their  fundamentals,  i.e.,  understanding  better  where  they  can  add 
value.  There  is  a tendency  to  win  deals  and  then  worry  later  how  to  deliver  results. 

Partly  for  this  reasons,  outsourcing  consultants  today  ALWAYS  insist  on  building  “prenuptial 
agreements”  into  contracts  that  spell  out  the  terms  and  circumstances  that  will  govern  the 
transition  from  the  incumbent  to  a new  vendor  at  contract  expiration. 

Litton/PRC 

Regarding  an  “upmarket,”  or  “downmarket”  strategy,  Litton/PRC  sees  low-margin  seat 
management  as  a way  to  get  the  foot  in  the  door  for  more  profitable  business,  such  as  network 
storage.  Regarding  profit  margins,  we  believe  that — in  general — the  more  remote  work  that 
can  be  done  on  a remotely  managed  basis  and  the  less  labor-intensive,  the  more  profitable. 

Perot  Systems 
[#22] 

Perot  Systems  is  focused  on  the  “upmarket”. 

Raytheon  [#7] 

The  outsourcing  market  as  a whole  is  definitely  moving  “upmarket.” 

By  this,  respondent  meant  a trend  toward  outsourcing  that  included  hardware  as  well  as 
people.  Also,  he  called  this  “privatization”  in  distinction  from  “outsourcing.”  The  distinction 
hinges  on  whether,  or  not,  the  vendor  takes  responsibility  for  staffing  and  staff  operations 
ONLY,  or  takes  responsibility  (if  not  ownership)  of  hardware  and  networks  as  well.  Much 
federal  outsourcing  involved  rather  transparent  switches  whereby  employees  left  their  offices 
on  Friday  as  civil  servants  and  returned  on  Monday  to  the  same  jobs  in  the  same  offices  as 
private  contractors. 

As  originally  conceived,  Groundbreaker  was  supposed  to  be  a privatization,  whereby  the 
vendor  would  take  responsibility  for  hardware  as  well  as  people.  For  political  reasons  internal 
to  the  NSA,  the  final  contract  was  scaled  back  to  mere  outsourcing,  as  defined  above.  The 
respondent  saw  this  a great  retreat  and  reacted  with  disappointment. 

On  the  subject  of  the  NSA,  the  respondent  was  quite  gloomy.  He  said  that  the  Cray 
supercomputers  that  the  agency  had  purchased  a few  years  ago  would  be  obsolete  within  4-5 
years.  Even  now,  Raytheon  believes  it  could  build  an  array  of  parallel  processors  that  could 
equal  or  outperform  the  Cray  supercomputers. 

As  an  illustration  of  mindset  of  some  members  of  top  management  there,  he  described  the 
desk  of  a high-level  agency  executive:  PC  sits  in  the  corner  under  a dust  cover.  On  the  desk 
sit  a legal  pad  and  pencils.  A secretary  prints  out  e-mail  and  takes  dictation  as  if  it  were  1950. 

The 

Outsourcing 
Institute  [#2] 

Respondent  sees  the  outsourcing  industry  moving  clearly  “upstream”  toward  BPO  as  vendors 
offer  increasingly  more  comprehensive  packages  of  services. 

UNiSYS  [#16] 

Our  business  is  clearly  moving  upmarket,  but  we  are  however  a full-service  provider. 

USInternet- 
working  [#14] 

Respondent  believes  that  both  the  commercial  and  public  sectors  are  moving  “upmarket.” 
From  the  point  of  view  of  USI,  this  trend  has  been  evidenced  by  the  extent  to  which  customers 
demand  multiple  applications  as  they  attempt  to  integrate  legacy  systems.  To  meet  this 
demand  from  the  State  of  Maryland,  USI  partners  with  CSC  and  SAIC. 
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6.  How  would  you  categorize  the  most  important  barrier  to  entering  a new  market,  financial? 
Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 

ACS 

While  ACS  doesn’t  have  anything  like  the  deep  pockets  of  Litton,  nonetheless,  finding 
“proposal  money”  has  never  been  a barrier  to  seeking  new  business.  (Litton  could  afford  to 
spend  $10  million  to  cover  proposal  and  bid  preparation  costs;  at  ACS  such  an  amount  would 
be  considered  astronomical.) 

Capital  isn’t  typically  required  for  asset  acquisition  connected  with  outsourcing  deals.  ACS 
prefers  to  team  with  leasing  companies  that  provide  whatever  financing  is  required.  Overall,  IT 
outsourcing  (bodies  + assets)  requires  more  capital  than  DoD  contracts. 

CSC  (1)[#3] 

How  many  of  skills  are  transferable  to  the  commercial  market? 

The  most  readily  transferable  areas  of  expertise  are: 

• Rigor  in  program  management 

• Ability  to  deal  with  complex  issues 

• Ability  to  apply  the  Carnegie  Mellon  model  for  performance  achievement 

Example:  CSC’s  successes  in  the  federal  market  were  critical  to  DuPont’s  decision  to  award 
CSC  a large  outsourcing  contract  in  the  commercial  market. 

CSC’s  ability  to  penetrate  the  commercial  market  depended,  in  many  cases,  on  similar 
situations  where  prospects  were  “seeded”  with  stories  of  what  the  company  had  achieved  in 
the  federal  market.  This  proves  as  well  the  extent  to  which  skills  and  processes  are 
transferable  between  federal  and  commercial  markets. 

Most  important  of  these  is  the  rigor  of  project  management  in  the  federal  market.  The  ability 
required  there  to  deal  with  complex  issues,  regulatory  environment,  etc.  fosters  a process 
discipline  that  is  very  transferable  to  the  commercial  market. 

The  most  significant  barrier  to  entering  any  new  market  is  the  lack  of  established  trust  between 
customers  and  vendors.  Trust  is  very  important.  Even  in  the  federal  market,  understanding  the 
real  mission  of  many  agencies  is  not  easy,  yet  in  every  case  the  vendor  must  demonstrate  a 
deep  understanding  of  the  client’s  business  in  order  to  offer  a better  value  proposition. 

In  particular,  our  mastery  of  Carnegie  Mellon  software  development  metrics  puts  us  in  a select 
category  of  vendors  that  are  attractive  to  new  customers  based  on  objectively  demonstrated 
expertise.  This  expertise  has  been  used  on  numerous,  demanding  outsourcing  contracts,  such 
for  Aegis,  air  traffic  control  and  NASA. 

Also  worth  noting,  we  have  47  years  of  experience  in  program  management,  including 
provision  of  on-going  training.  (We  do  training  in-house  even  though  we  recruit  externally.) 

CSC  (2)  [#5] 

The  greatest  barrier  to  entering  a new  market  is  typically  lack  of  name  recognition.  Even  so,  all 
of  the  potential  barriers  noted  are  important  (financial,  technical,  marketing,  organization, 
staffing,  management). 

Historically,  CSC  has  spent  little  on  promotion  to  achieve  better  name  recognition,  it  should 
probably  have  spent  more.  In  the  past,  CSC  business  has  spread  by  word  of  mouth  between 
satisfied  customers. 

Now,  the  company  targets  the  “thought  leadership”  of  various  industries  as  a strategy  to  get  a 
foot  in  the  door  for  the  CSC  brand.  (Clearly,  the  situation  is  totally  different  in  the  federal 
market  where  CSC  has  a much  better  established  position.) 
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EDS  [#21] 

Respondent  doesn’t  really  believe  that  there  are  any  (merely)  “horizontal”  applications.  Even  in 
the  case  of  CRM,  HR  and  accounting,  he  believes  that  customers  have  a strong  preference  for 
a vendor  that  is  able  to  demonstrate  in-depth  understanding  of  their  industry.  Therefore,  to  be 
successfui  in  entering  new  markets,  vendors  must  be  able  to  hire  experts  in  the  target  industry 
that  are  able  to  demonstrate  the  benefit  of  their  years  of  experience  by  solving  customer 
problems  creatively — even  if  nominally  “horizontal”  with  cross-industry  application. 

Respondent  also  believes  that  there  is  something  called  “critical  mass”  at  work.  If  gaining  a 
foothold  in  a new  industry  is  difficult,  there  is  also  a snowball  effect  whereby  success  breeds 
more  success — once  vendor  has  achieved  a minimum  critical  mass  of  business. 

How  does  an  unknown  vendor  establish  an  identity  in  a new  market? 

He  must  acquire  and  demonstrate  an  understanding  of  the  dynamics  of  that  new  market,  the 
issues  that  concern  its  players,  the  structure  of  the  market,  its  IT  spending  characteristics,  its 
priorities,  etc. 

The  next  step  (for  EDS)  would  be  to  map  the  vendor's  capabilities  to  this  aggregate  industry 
model. 

Next,  the  vendor  must  develop  a strategy  for  meeting  the  needs  of  customers  in  this  new 
market. 

In  the  case  of  making  a transition  from  the  federal  to  the  commercial  markets,  respondent 
doesn’t  believe  that  customers  will  pay  attention  to  the  type  of  market  so  much  as  to  the  nature 
of  the  solution  and  the  vendor’s  success  in  solving  a business  problem.  Comment:  “You’re 
only  as  good  as  your  last  client.” 

(In  this  context,  he  described  how  EDS  monitors  customer  satisfaction  on  a daily  basis 
according  to  an  on-going  methodology.  The  goal  is  to  solve  problems  ASAP  that  could  impair 
the  client  relationship.) 

At  the  same  time,  image  and  perception  are  important.  In  order  to  gain  a toehold  in  a new 
market,  smaller  vendors  should  partner  as  subs  with  larger  prime  vendors  on  contracts.  EDS 
does  this  often  with  other  vendors.  Alliances  and  partnerships  are  critically  important. 

EDS  differed  with  other  survey  respondents  by  denying  that  the  vendor  had,  or  would  enter  a 
new  market  through  an  acquisition. 

Entex  IT 
Services  [#1 3] 

There  are  fewer  barriers  of  entry  to  vendors  of  horizontal  products  than  to  vendors  whose 
products  are  specialized  according  to  vertical  industry.  However,  this  approach  does  expose 
vendors  to  more  intense  competition  and  the  threat  of  commoditization.  The  most  important 
weapon  in  overcoming  barriers  to  entering  new  markets  is  technical  expertise,  especially  in  the 
areas  of  application  development  and  application  management  because  they  are  higher  value- 
added. 

Customers  of  horizontal  IT  products  are  less  concerned  that  vendors  demonstrate  expertise  in 
their  vertical  industry  than  in  their  core  technical  competencies.  In  the  federal  market,  vendors 
need  to  prove  their  understanding  of  the  government  market  and  its  characteristics. 

Without  the  benefit  of  the  name  recognition  advantage  of  Siemens,  Entex  would  (did)  have 
difficulty  in  entering  new  markets.  Lack  of  name  recognition  is  definitely  a problem. 

Marketing 

Does  Entex  use  outsourcing  consultants?  Not  much  contact  so  far.  Consultants  are  more 
active  in  Europe.  The  type  of  services  offered  by  Entex  take  the  company  off  the  radar 
screens  of  most  outsourcing  consultants. 
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Fed  Data  [#17] 

While  commercial  company  business  is  attractive  for  many  reasons,  respondent  thought  that 
the  transition  from  commercial  to  federal  would  be  more  difficult  than  the  reverse  due  to  the 
long  sales  cycle  in  the  federal  market,  the  complexities  of  the  procurement  process  and  the 
importance  of  having  personal  relationships  in  place. 

A vendor  wanting  to  move  from  the  federal  to  the  commercial  market,  in  his  view,  must  expect 
to  need  to  set  up  a virtual  “mirror”  organization  to  serve  commercial  clients.  Salesmen,  etc. 
would  need  to  be  recruited  who  had  commercial  experience.  As  an  exception,  the  technical 
staff  and  project  managers  could  probably  be  re-trained  successfully  for  work  in  the 
commercial  market. 

Beyond  that,  such  a transition  would  only  work  with  the  help  of  good  partner  relationships. 
(Even  the  commercial  partnering  model  is  very  different  from  that  used  in  the  federal  market.) 
Lack  of  commercial  backlog  and  reference  clients  would  definitely  be  a handicap.  Respondent 
thought  that  commercial  clients  might  be  interested  in  a vendor’s  technical  solutions  for  federal 
clients,  but  he  was  skeptical  that  this  alone  would  win  business,  i.e,  without  being  introduced 
by  a commercial  partner  with  excellent  credentials. 

Respondent  noted  the  irony  that  federal  clients  are  very  anxious  to  benefit  from  vendor 
experience  in  solving  problems  for  commercial  clients,  but  commercial  clients  are  not  nearly  so 
keen  on  letting  federal  vendors  do  work  for  them.  In  theory,  this  gives  an  advantage  to 
primarily  commercial  vendors  that  want  to  enter  the  federal  market,  yet,  they  (for  reasons 
outlined  above)  are  often  put  off  by  the  difficulties  that  they  encounter. 

(As  an  example,  a spokesperson  for  Cap  Gemini  E&Y  said  emphatically  that  the  vendor  had 
decided  NOT  to  pursue  any  work  for  federal  clients  because  of  the  barriers  and  difficulty  in 
doing  business  in  that  market  made  it  categorically  unattractive.) 

Respondent  commented  that  CSC  had  encountered  “difficulty”  in  applying  its  commercial 
business  model  in  the  federal  market. 

Getronics  [#10] 

Barriers  to  Entry 

Lack  of  dependable  partner  relationships. 

• Respondent  used  the  example  of  seat  management,  but  the  point  is  applicable  in  general. 
He  pointed  out  the  danger  of  undue  reliance  on  a partner  to  provide  a critical  element  of  a 
comprehensive  seat  management  solution.  Vendors  must  have  in-house  core 
competencies  required  to  bid  for  target  business.  Also,  remember  that  managing  partner 
relationships  is  to  manage  a “moving  target.”  For  example,  expect  that  a “Statement  of 
Work”  will  be  obsolete  almost  as  soon  as  it  is  formulated. 

• Remember:  “learning  is  incremental,”  meaning  that  there  is  no  short  cut  to  developing  the 
technical  and  business  knowledge  required  for  success. 

How  important  are  partner  relationships?  Prime  contractors  are  vulnerable.  On  the  commercial 
IT  outsourcing  side,  three  out  of  four  primes  have  had  major  problems  with  their 
subcontractors.  These  problems  reflect,  in  part,  bad  management.  In  addition,  they  reflect 
fundamental  incompatibilities,  inequitable  cost-sharing  arrangements,  conflicting  processes 
and  tools,  as  well  as  people  who  can’t  cooperate. 

Commercial  versus  Federal  Market 

The  commercial  market  offers  tremendous  potential  for  growth  of  IT  outsourcing.  Vendors 
wanting  to  move  from  the  federal  to  the  commercial  market  must  take  in  to  account  the 
significant  differences  between  the  government's  procurement  policies  and  standard  sales 
practices  in  the  commercial  market. 

Ultimately,  there  is  a great  deal  of  similarity  between  the  business  processes  of  government 
agencies  and  commercial  businesses.  Yet,  vendors  can  trip  on  unforeseen  differences  in 
approach.  For  example,  Getronics  prepared  TCO  studies  for  its  seat  management  solution  (a 
common  practice  on  the  commercial  side)  only  to  be  told  that  they  violated  FAR  9.5,  which 
prohibits  vendor  conflicts  of  interest.  (Solution:  these  need  to  be  prepared  by  a third-party,  not 
the  vendor  directly — especially  if  based  on  privileged  information  that  is  available  only  to 
qualified  federal  contractors). 

Remember,  “IT  can  be  a competitive  weapon  for  customers,  which  depends  on  quality  IT 
vendors  and  their  core  competencies. 
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Independent 

Consultant 

Regarding  the  transition  from  federal  to  commercial  markets,  the  truth  is  that  commercial 
customers  are  seldom  impressed  to  learn  what  vendors  did  in  the  federal  market  even  if  the 
opposite  is  true  (federal  agency  customers  are  usually  very  interested  to  learn  what  vendors 
did/are  doing  for  commercial  customers).  Federal  customers  want,  in  particular,  to  hear  how 
the  private  sector  is  standardizing,  adopting  to  industry-standard  solutions,  etc. 

The  key  to  success  in  the  fed-to-commercial  transition  is  to  stress  the  nature  of  technical 
solutions  independent  of  the  customer’s  identity.  In  short,  talk  up  your  achievements 
themselves.  The  same  sales  staff  with  federal  experience  MAY  be  able  to  function  in  the 
commercial  market,  but  it  must  be  able  to  show  strong  understanding  of  technology,  to  show 
HOW  business  problems  were  solved,  in  order  to  undercut  customer  tendency  to  undervalue 
federal  sector  IT  work. 

Also,  vendors  should  take  pains  to  prevent  salesmen  from  closing  deals  on  which  they  can’t 
deliver,  or  at  least  not  cost  effectively.  Salesmen  must  understand  what  the  vendor  can  really 
deliver,  and  usually  this  involves  an  appreciation  of  specialized  solutions.  In  terms  of  strategy, 
while  there  is  a great  potential  for  new  outsourcing  business  in  general,  vendors  must  avoid 
the  temptation  to  “hybridize,”  i.e.,  offer  themselves  as  experts  in  both  infrastructure  and 
business  transaction  processing.  Pick  one  or  the  other  and  excel  at  it.  If  you  decide  to  expand 
your  expertise,  then  go  out  and  build  it,  but  don’t  expect  to  find  a short  cut  to  spending  time 
and  money  on  the  effort. 

Commercial  vendors  that  want  to  move  into  the  federal  market  are  usually  put  off  by  the 
complexity  of  the  federal  contract  proposal  preparation  and  bidding  process,  including  the 
protocols  and  security  issues  involved. 

Keane  [#15] 

Federal  vs  Commercial  Market 

From  Keane’s  point  of  view,  the  federal  market  is  less  attractive  than  the  commercial  market. 

In  contrast,  Keane  sees  better  potential  at  the  state  & local  levels  of  the  public  sector.  For 
example,  outsourcing  initiatives  underway  in  Maine  and  North  Carolina  in  the  area  of  e- 
government  are  more  advanced  than  those  of  the  federal  government. 

The  federal  customer  is  behind  the  state  & local  government  customer.  Rates  and  profits  are 
lower  in  the  federal  market,  but  size  of  contracts  can  be  quite  large  and  the  long-term  nature  of 
the  business  is  attractive.  In  short,  respondent  believes  that,  for  many  vendors,  doing  business 
in  the  federal  market  is  like  holding  bonds  in  place  of  stocks. 

Importantly,  federal  customers  are  increasingly  interested  in  learning  what  vendors  are 
doing/have  done  in  the  commercial  market  (while  the  reverse  is  much  less  common).  Keane 
often  takes  commercially  tested  practices  and  applies  them  to  work  in  for  the  federal 
government. 

Keane  [#6] 

The  greatest  barrier  to  entry  in  new  markets  is  lack  of  name  recognition.  Even  with  a $100 
federal  unit,  Keane  must  partner  with  other  vendors  as  a key  element  of  its  application 
management  market  strategy. 

Success  in  a new  market  depends  largely  on  developing  differentiators,  i.e,  ways  to  separate 
you  from  the  crowd  of  other  vendors  whose  names  are  already  known.  While  partnering  is 
usually  necessary,  some  vendors  partner  reluctantly  and  only  at  customer  insistence. 

There  is  an  advantage  to  being  in  both  the  federal  and  commercial  markets.  While  the  federal 
customer  wants  to  “commercialize”  IT  solutions,  commercial  customers  tend  not  to  be 
impressed  (at  least  initially)  with  work  done  in  the  federal  market.  Eventually,  however, 
commercial  customers  come  to  appreciate  the  quality,  methodology  and  process  of  work  done 
for  federal  customers. 
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Litton/PRC  [#1] 

Why  diversify  by  moving  into  the  commercial  market? 

• Management  wants  to  promote  value  of  “dual  use”  technology. 

• We  have  found  that  our  federal  market  skill  sets  apply  well  to  the  needs  of  commercial 
market  clients. 

• Ultimately,  we  see  better  growth  potential  in  the  commercial  market  than  in  the  federal 
market. 

• Our  success  in  the  commercial  storage  network  business  has  encouraged  us  to  continue 
in  this  direction. 

How  is  this  migration  from  federai  to  commerciai  market  being  managed? 

• We  began  the  process  7-8  years  ago.  We  now  have  a different  Web  site  for  commercial 
business  (www.outsourceprc.com.  Here,  we  make  a point  of  NOT  promoting  our  federal 
market  experience  because  we  have  no  name  recognition  in  the  commercial  market. 

• Our  strategy  is  to  pursue  OEM  partnerships  in  both  the  federal  and  commercial  markets 
as  a way  to  advance  the  promotion  of  our  capabilities  with  commercial  customers.  We 
make  a point  of  avoiding  direct  competition  with  the  top-tier  vendors  such  as  IBM  Global, 
CSC  and  EDS. 

Barriers  to  entry  to  the  commercial  market? 

• Lack  of  name  recognition  or  brand  franchise  among  commercial  customers.  Trust  is  the 
critical  element  of  the  vendor/client  relationship  and  it  isn’t  easy  to  create  it  in  the  short 
term. 

• We  depend — to  tell  the  truth — on  the  value  of  the  “Litton”  name,  which  has  cachet,  even 
though  it  hasn’t  been  used  on  consumer  products  for  many  years. 

• On  the  other  hand,  had  we  been  “blessed"  with  a name  such  as  “Fed  Data,”  we  wouldn’t 
have  had  a prayer  of  success  in  this  migration  to  the  commercial  market. 

• Commercial  business  operates  along  totally  different  lines  than  federal  business,  i.e., 
fixed-price  contracts.  Federal  contracts  are  usually  more  flexible. 

Greatest  problems  related  to  transition  from  federal  to  commercial  outsourcing; 

• The  commercial  world  is  vast,  it  is  difficult  to  pitch  to  prospective  customers  in  vertical 
industries  without  demonstrated  expertise  in  that  vertical. 

• Transition  requires  an  entirely  different  sales  staff  that  is  commercial  oriented. 

Also,  the  competitive  bidding  process  in  these  markets  differs  markedly.  Overall,  costs  in  the 

commercial  market  run  higher.  SLAs  differ  as  well.  Note;  SLA  expectations  in  the  federal 

sector  are  rising  (they  had  been  significantly  lower  than  in  the  commercial  sector). 

Lockheed 
Martin  [#4] 

The  most  important  barriers  to  entering  a new  market  are  mainly  organizational,  and 
secondarily  financial.  A vendor  needs  ample  funds  to  be  taken  seriously  in  the  market. 
Vendors  with  limited  financial  resources  should  confine  their  offer  to  remote  application 
management  as  a solution  to  customers’  constraints  due  to  the  skills  shortage. 

IBS’  policy  is  to  avoid  capital  risk.  Contract  cycles  are  shorter  in  the  commercial  sector, 
typically  3-5  years  rather  than  eight,  as  is  common  in  the  federal  sector.  Atypical  IBS  deal, 
such  as  Gateway  computer,  can  be  implemented  in  120  days. 

In  respondent’s  opinion,  the  government  is  a better  buyer  than  commercial  market  buyers  of  IT 
outsourcing  services.  Reason;  the  government  knows  how  to  deal  with  outsourcing  services 
and  has  senior  executive  IT  managers.  In  the  commercial  market,  outsourcing  project  liaison  is 
often  handed  over  to  junior  IT  staff. 

IBS  rejects  deals  if  a customer  is  deemed  “unsuitable,”  for  example,  if  the  company  has  never 
done  outsourcing,  and  doesn’t  use  a consultant  or  lawyer.  In  such  cases,  the  likelihood  of  loss 
or  litigation  is  higher  and  the  quality  of  the  RFP  is  lower. 

One  red  flag;  when  outsourcing  is  called  in  as  a solution  to  a troubled  M&A  relationship. 

Lack  of  name  recognition  in  a market  is  certainly  a major  handicap.  The  solution  is  to  deliver 
skills.  Lockheed  Martin  provides  an  advantageous  pool  of  resources.  IBS  can,  when 
necessary,  get  hold  of  expert  staff  from  anywhere  in  the  Lockheed  Martin  universe. 
Intercompany  transfers  are  used.  Also,  divisions  can  award  intercompany  subcontracts,  or 
“hire”  internally.  And  the  company  hires  off  the  street. 
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LM  has  a strong  Chief  Technology  Officer.  In  addition,  “business  acquisition  skills”  are 
transferable  between  federal  and  commercial  markets.  The  principal  barriers  are  the  differing 
financial  and  accounting  systems  used  in  these  two  markets.  Aiso,  the  nomenclature  used  is 
different. 

At  IBS,  staff  (technical  and  sales)  working  on  commercial  projects  is  generally  kept  separate 
from  those  working  on  federal  projects.  Yet,  there  have  been  transfers  between  the  two  groups 
(but  not  all  are  successful).  A transfer  from  the  commercial  to  the  federal  market  is  less  likely 
to  be  successful. 

Perot  Systems 
[#22] 

Respondent  believes  that  financial  and  organizational  are  equally  difficult  barriers.  Successful 
existing  business  units  are  competing  for  the  same  capital  resources  and  have  a proven  track 
record  and  history.  One  of  the  key  areas  affecting  your  ability  to  obtain  capital  is  the  proposed 
organizational  structure.  Financial  and  organizational  alignment  should  be  considered  part  of 
your  strategy  while  marketing,  technical,  and  staffing  is  more  tactical  in  nature  and  is 
something  you  can  leverage  from  existing  business  units. 

Raytheon  [#7] 

Respondent  believes  that  virtually  every  vendor  that  is  active  in  the  federal  market  wants  to 
diversify  by  doing  business  for  commercial  customers.  However,  the  barriers  of  entry  for 
moving  from  the  federal  to  commercial  market  are  formidable.  All  of  the  ones  noted  (financial, 
technical,  marketing,  organization,  staffing  and  management)  are  relevant.  Vendors  want  to 
leverage  their  federal  experience  into  more  lucrative  work  in  the  private  sector,  yet  they  are — 
in  general — totally  unprepared  for  the  “cut-throat”  nature  of  commercial  competition.  Federal 
salesmen  are  more  collegial  and  adopt  easily  a cooperative  stance  among  each  other.  In 
contrast,  commercial  vendors  have  no  need  to  deal  with  GSA  schedules,  or  similar 
bureaucratic  obstacles. 

Also,  salary  levels  commanded  by  commercial  sales  staff  are  much  higher  than  those 
applicable  to  the  federal  sales  staff.  For  example,  salesmen  work  in  the  federal  market  for 
$75,000  while  their  counterparts  in  the  commercial  market  are  earning  $200-300,000  annually 
in  commission  income. 

It  will  be  very  difficult  to  convince  commercial  customers  to  do  business  with  a vendor  that  has 
experience  primarily,  or  entirely  in  the  federal  market.  A very  different  set  of  skills  is  required. 
The  bridge  should  be  technology  and  technical  skills  that  are  transferable. 

Respondent  doesn’t  believe  that  commercial  customers  are  likely  to  be  impressed  by 
reference  clients  in  the  federal  market.  Reason:  commercial  customers  perceive  their  technical 
requirements  to  be  higher. 

When  asked  about  the  level  of  technical  skill  demanded  by  typical  federal  customers, 
respondent  insisted  that  “the  federal  government  doesn't  know  how  to  write  an  effective  SLA.” 

For  example,  the  government  writes  a SLA  that  requires  all  calls  to  be  answered  within  ten 
seconds  of  the  first  ring.  Accordingly,  the  vendor  is  rated  on  his  speed  of  response.  Note:  there 
is  no  metric  for  the  effectiveness  of  the  answer.  As  a result,  vendor  could  get  monkeys  to 
answer  the  telephone  and  still  get  paid! 

SAIC  [#20] 

The  primary  barrier  to  entry  is  the  need  for  a new  sales  force.  You  can’t  use  the  same 
salesmen  for  the  commercial  market  as  you  did  for  the  federal  market.  Salesmen  need  to  have 
a keen  understanding  of  their  customers’  markets.  Exacerbating  this  situation  will  be  the 
inability  of  salesmen  to  impress  commercial  clients  with  accounts  of  work  done  by  the  vendor 
in  the  federal  market.  In  contrast,  federal  clients  tend  to  be  impressed  by  what  vendors  have 
done/are  doing  in  the  commercial  market. 

Nevertheless,  respondent  thought  that  making  a transition  from  the  federal  to  the  commercial 
market  would  be  more  difficult  than  the  reverse  due  to  the  complexity  of  the  regulations  that 
govern  the  federal  procurement  process. 

Teaming  with  vendors  already  established  in  a new  market  only  works  if  you  are  small.  A large 
vendor  must  buy  its  way  into  a new  market  by  acquiring  a service  provider  that  is  already 
established  and  respected  based  on  successful,  on-going  business  in  the  new  industry. 

The 

Outsourcing 
Institute  [#2] 

Regarding  barriers  to  entering  new  markets,  respondent  believes  strongly  that  “deals  are  done 
between  people.”  Therefore,  sales  and  sales  management  are  critically  important.  Also  critical 
are  project  managers,  who  are  becoming  increasingly  “free  agents”  in  the  industry  (“wheeler- 
dealers").  The  most  experienced  project  managers  come  from  the  federal  market,  which  has 
developed  an  established  methodology  for  project  management. 
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UNISYS  [#16] 

Federal  A-76  plans  play  an  important  role  in  outsourcing.  Staffing  and  Marketing  are  also 
significant  barriers. 

USInternet- 
working  [#14] 

USI  does  not  see  the  same  set  of  competitors  in  the  commercial  sector  as  it  does  in  the 
federal  sector.  Reason:  there  are  significant  barriers  to  entry  in  the  federal  market.  USI  has  a 
geographical  advantage  being  located  close  to  Washington,  D.C.  Federal  buyers  have  been 
reassured  that  the  company  understands  its  security  needs,  in  part,  by  making  personal,  on- 
site visits  to  USI’s  Annapolis  facilities. 

Moving  from  the  federal  to  the  commercial  market  is  much  more  difficult.  Reason:  difference  in 
mindset  of  vendor  staff,  difference  in  the  accounting  systems  used.  Also,  entering  the 
commercial  market  requires  a large  capital  investment.  Moving  from  one  market  to  the  other 
requires  establishing  a new  sales  team.  Commercial  salesmen  need  a substantial  re- 
orientation in  order  to  be  successful  in  the  federal  market.  Also,  personal  relationships  are  very 
important — in  terms  of  clients  and  SI  vendor/partners. 

While  relationships  are  always  important  and  valuable  to  sales,  they  are  MORE  important  in 
the  federal  market.  This  is  also  true  in  the  state  and  local  government  markets.  At  the  state 
level,  ALL  sales  are  based  on  personal  relationships. 

Lack  of  name  recognition  could  be  an  important  problem.  Clearly,  vendors  with  an  established 
reputation  in  the  commercial  market  will  find  it  easier  to  leverage  that  success  in  the  federal 
market  than  the  reverse.  Achieving  distinction  in  some  kind  of  specialization  can  offer  a 
shortcut  solution  to  this  problem. 

Vendors  with  commercial  experience  that  enter  the  federal  market  typically  agonize  over  the 
“crawling  pace”  of  the  sales  cycle  when  compared  to  the  commercial  market. 

7.  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for 

new  outsourcing  business? 


ACS 

Government 
Solutions  Group 
[#8] 

• Recent  changes  in  the  federal  procurement/contracting  system  have  made  it  much  harder 
for  vendors  to  win  business  away  from  incumbents.  These  changes  function  as  an 
incentive  to  obviate  the  burdensome  paperwork  required  to  evaluate  new  bids  by  simply 
renewing  contracts  with  incumbents. 

• Aggregation  of  discrete  types  of  work  into  ever-larger  megacontracts  makes  it  increasingly 
more  difficult  for  small  and  medium-sized  vendors  to  win  awards. 

• As  a result,  they  are  obligated  to  win  subcontracts  from  primes  that  are  reluctant  to  give 
up  shares  of  their  business,  unless  absolutely  necessary.  Smaller  vendors  are  unable  to 
bid  directly  for  these  large  contracts,  which  is  fueling  the  drive  toward  partnering 
(sometimes  reluctantly). 

• Despite  all  the  publicity  to  the  contrary,  the  government  does  not  seem  to  be  enforcing 
set-asides  to  small  business — which  is  facing  tough  times  in  the  federal  market  for  the 
reasons  noted  above. 

• Because  Wall  Street  determines  what  a company’s  stock  is  worth,  ACS — like  other 
vendors — has  been  obligated  to  re-invent  itself  as  an  “e-company.”  This  has  had  a big 
effect  on  the  federal  market,  but  now  appears  to  be  losing  steam. 

Compaq 

These  factors  are  minimal  constraints  if  the  outsourcer  has  both  the  delivery  infrastructure  and 
resources  to  leverage. 

Convergys  [#19] 

To  date,  this  has  not  been  a problem.  In  general,  Convergys  does  NOT  want  to  take  over 
customer  HW  assets,  but  could  use  leasing  as  an  alternative.  Clearly,  having  excess  capacity 
in  your  data  centers  is  an  asset.  For  that  reason,  company  feels  itself  at  a disadvantage  in 
Europe  where  it  does  not,  as  yet,  have  its  own  data  center  facility.  As  a temporary  remedy,  it 
has  entered  into  partnering  arrangements.  For  this,  the  larger  you  are,  the  more  clout  you 
have.  Company  could  use  the  BOT  model  outside  of  the  U.S.  to  mitigate  risk  to  invested 
capital. 

At  least  80%  of  company  outsourcing  work  is  done  remotely  at  present  (at  facilities  owned  by 
Convergys);  20%  is  done  on  the  customer’s  premises. 

CSC  (1)[#3] 

As  a public  company,  CSC  must  provide  its  shareholders  with  a meaningful  risk-weighted 
return.  Therefore,  it  must  balance  business  risks.  Broad  experience  lets  us  gauge  risk  with 
accuracy.  We  have  an  in-house  system  model  for  program  management  that  includes 
computation  of  costs  and  profits. 
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CSC  (2) 

Difficulties  in  obtaining  capital  required  for  closing  outsourcing  deals  has  never  been  a 
problem  for  CSC.  Yet,  availability  of  capital  has  seldom  been  a clear-cut  differentiator  or 
predictor  of  market  success. 

For  example,  Lockheed  Martin’s  commercial  IT  business  unit  can  claim  no  barrier  to  funding 
from  its  deep-pocketed  parent,  nevertheless,  its  successes  in  the  market  remain  modest.  The 
same  can  be  said  for  UNISYS  (which  is  leaving  the  federal  market). 

Companies  such  as  CSC  and  ACS  are  at  no  disadvantage  due  to  difficulties  in  accessing 
capital,  but  the  situation  depends  greatly  on  the  type  of  outsourcing  business  that  a vendor 
does  and  its  stage  in  the  business  lifecycle.  For  example,  newly  founded  Exodus 
Communications  had  to  use  equity  to  fund  its  capital  requirements. 

EDS 

After  admitting  that  he  had  no  experience  working  for  a small  vendor,  respondent  said  that 
availability  of  capital  had  never  been  a barrier  to  new  business  in  his  experience.  Although  he 
could  recall  no  deal  that  had  been  turned  down  due  to  the  unavailability  of  capital,  he  did  admit 
that  capital  was  an  important  factor  in  the  competitive  outsourcing  market. 

He  said  that  EDS  did  not  often  resort  to  off-balance  sheet  solutions,  such  as  leasing,  because 
it  believed  that  it  could  manage  equipment  assets  better  than  any  leaseholder. 

Entex 

Based  on  access  to  the  financial  resources  of  the  Siemens  global  enterprise,  Entex  faces  no 
capital  constraints  in  pursuing  new  business. 

Fed  Data 

Cost  or  lack  of  capital  has  never  been  an  obstacle  to  new  outsourcing  contracts  for  Fed  Data. 
As  an  example,  respondent  said  that  he  had  spent  $50,000  to  obtain  a $5  million  annual 
contract  revenue  stream,  which  he  considered  quite  acceptable.  Overall,  he  thought  that 
federal  outsourcing  required  little  in  the  way  of  capital  outlay. 

Whether  for  federal  or  commercial  clients,  he  stressed  that  vendors  need  to  use  leasing 
companies  for  HW  purchases.  Even  Fed  Data,  which  has  deep  pockets,  avoids  outlays  for 
capital  equipment  purchases  as  part  of  outsourcing  deals.  He  gave  the  Peace  Corps  contract 
as  another  example;  it  required  very  little  by  way  of  upfront  capital  outlays. 

In  the  context  of  leasing,  respondent  contradicted  other  survey  respondents  who  claimed  that 
leasing  incurred  tax  liabilities.  Fed  Data  respondent  insisted  that  equipment  located  on  federal 
facilities  incurred  no  property  tax  burden. 

Getronics 

Should  the  vendor  supply  HW  on  a lease  rather  than  purchase  basis?  Often  the  decision 
hinges  on  taxes.  If  the  vendor  owns  equipment  assets,  it  pays  an  8%  property  tax  in  the 
District  of  Columbia  and  4.5%  in  Virginia.  In  many  cases,  direct  vendor  ownership  of  HW 
results  in  a 15-20%  cost  markup.  If  the  government  owns  the  HW  itself,  it  pays  nothing  (but 
then,  after  a few  years,  faces  the  threat  of  obsolescence  along  with  the  burden  of  disposal). 

Because  recourse  to  leasing  agencies  (for  equipment  acquisition)  is  always  an  available 
alternative,  vendor  availability  of  capital  is  not  a barrier  to  closing  outsourcing  deals.  Yet, 
vendors  should  expect  (and  be  able)  to  invest  in  the  software  tools  that  will  be  required  to 
fullfill  contracts.  Because  agencies  are  often  in  transition  between  technologies,  vendors  may 
spend  $250,000-1  million  upfront  to  develop  the  tools  required  to  standardize,  streamline  and 
fulfill  contracts. 

Independent 

Consultant 

While  not  a problem  for  CSC,  it  has  been  a problem  for  ACS.  At  times,  the  company  had  to 
offer  a qualified  proposal  due  to  the  inability  to  deploy  sufficient  capital  investment.  In 
respondent’s  opinion  the  way  to  avoid  this  is  to  plan  growth  and,  in  any  plan,  capital  is  only 
one  factor  among  many. 

There  isn’t  a great  need  for  large  amounts  of  capital  for  upfront  investments  in  connection  with 
most  outsourcing  deals.  Most  costs  result  from  acquiring  customer  staff. 

Even  so,  these  costs  are  built  into  the  financial  structure  of  the  entire  deal.  While  the  data 
center/  infrastructure  outsourcing  business  may  be  an  exception,  this  is  not  the  most  attractive 
segment  of  the  commercial  outsourcing  market  for  other  reasons.  It  has  been  commoditized 
and  reduced  to  single-digit  profit  margins. 

Litton/PRC 

On  the  issue  of  capital  investments,  we  don’t  find  capital  availability  a constraint  because  there 
are  numerous  sources  of  financing,  such  as  GM  Capital,  when  needed.  Capital  commitments 
do  raise  the  risk  level,  but  the  risk  is  seldom  with  the  hardware. 

Deals  fall  apart  based  on  service  shortfalls.  As  a result,  if  we  need  to  dispose  of  contracted 
equipment  whose  purchase  was  financed,  customers  almost  never  ask  us  to  pick  it  up.  They 
usually  buy  us  out  at  the  end  of  a contract  agreement.  We  see  outsourcing  project  risk  in  two 
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levels:  1 -staffing:  2-assets. 

Perot  Systems 

As  we  all  know  pursuit  cost  can  be  very  expensive.  With  that  being  said,  capital  to  pursue  an 
opportunity  that  we  believe  has  a high  probability  of  Perot  Systems  being  successful  is  not  a 
factor  in  our  opportunity  pursuits. 

Capital  allocation  requests  for  pursuits  are  denied  only  when  we  perceive  there  is  a less  than 
average  chance  of  being  successful. 

Raytheon  [#7] 

Vendors  incur  virtually  no  capital  constraints  with  traditional  IT  outsourcing.  However,  in  the 
cast  of  a privatization  of  government  hardware  assets,  capital  is  required.  Even  so,  monies 
can  typically  be  expended  incrementally  on  the  road  to  a complete  buyout. 

The  best  solution:  credit  the  vendor  from  the  customer’s  cost-savings  so  that  the  vendor 
acquires  eventual  ownership  of  assets  at  the  end  of  the  contract  term,  without  the  need  to 
make  out-of-pocket  cash  payments. 

SAIC 

While  large  infrastructure  outsourcing  deals  require  large  amounts  of  capital,  other  forms  of 
outsourcing  do  not. 

Leasing  arrangements  will  always  represent  a costly,  premium  solution  from  the  client’s  point 
of  view.  He  thought  that  only  an  unsophisticated  customer  would  accept  a leasing 
arrangement. 

The  BOT  option  is  an  acceptable  alternative,  but  one  that  is  not  often  used  because  clients 
seldom  want  to  take  IT  work  back  In-house  once  it  has  been  outsourced. 

The 

Outsourcing 

Institute 

While  deep-pocket  financial  resources  always  confer  certain  advantages,  neither  availability 
nor  cost  of  capital  should  be  considered  an  obstacle  to  bidding  new  outsourcing  business. 
Judicious  management  of  leasing  relationships  and  contracts  can  obviate  the  need  for  vendor 
borrowing.  Another  possible  solution  is  to  form  a customer/vendor  joint-venture,  or  partnership 
that  permits  off-balance  sheet  financing. 

The  way  to  enter  any  new  market  is  to  find  an  anchor  ciient  that  is  wiliing  to  serve  as  a 
reference  in  that  segment. 

Differences  between  federal  and  commercial  market?  The  bid/proposal  process  in  the  federal 
market  can  be  very  long,  detailed  and  burdensome.  The  sales  cycle  in  the  commercial  market 
Is  usually  shorter  and  simpler.  In  either  case,  it  is  important  to  write  detailed  SLAs  that  are 
flexible  enough  to  take  into  account  changes  in  business  conditions.  EDS  was/is  particularly 
good  at  this  aspect  of  bidding. 

In  some  cases,  vendor  experience  in  the  federal  market  can  be  used  to  advantage  in  the 
commercial  market.  Examples  of  vendors  that  have  done  this  with  great  success  include: 

CSC,  Lockheed  Martin  and  Litton.  Initially,  virtually  all  of  their  business  was  in  the  federal 
sector,  but  slowly  and  quietly,  commercial  deals  began  to  happen. 

How  to  overcome  customer  resistance  in  the  commercial  market? 

Explain  what  you  did  in  the  federal  market.  Emphasize  the  scale  and  scope  of  those  projects. 
For  example,  CSC  began  with  labor-intensive,  multivendor  federal  projects  and  advanced  to 
sophisticated  technical  work  as  a prime  contractor.  Don’t  neglect  to  mention  your  experience 
with  federal  staff  transfers  in  connection  with  outsourcing  deals.  In  the  federal  market, 
transfers  of  200-300  people  are  common. 

The  lack  of  vertical  Industry  knowledge  in  the  commercial  sector  should  not  pose  an 
insurmountable  handicap.  Federal  market  vendors  should  be  able  to  leverage  their  federal 
experience  based  on  what  their  people  actually  accomplished.  Avoid  splashy  advertising.  This 
will  only  waste  money.  However,  consider  that  you  may  need  a new  sales  team. 

Federal  sales  are  built  on  established  relationships.  Also,  relations  between  vendors  and  the 
government  are  often  contentious  (which  can  only  be  handled  by  experienced  sales  people). 
Also,  expect  deals  to  be  done  In  the  commercial  sector  at  greater  speed,  involving  unexpected 
developments.  Expect  as  well  top  executives  to  wield  a great  deal  of  clout,  whoever  may 
present  himself  initially  as  a decision-maker. 

One  point  worth  noting:  many  marketing  practices  that  are  common  in  the  commercial  sector, 
such  as  client  entertainment,  are  illegal  in  the  federal  market. 

UNiSYS  [#16] 

Bid  activity/capital  is  based  on  priority  of  the  outsourcing  bid. 
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USInternet- 
working  [#14] 

Cost  (and  availability)  of  capital  is  a serious  issue  and  a barrier  to  entry.  Undercaptalization 
has  caused  the  demise  of  numerous  \would-be  ASPs. 

The  ASP  business  is  very  capital  intensive  for  vendors  and  USI  has  been  successful  in  the 
market  to  a large  measure  because  it  has  been  very  successful  in  raising  equity  funding. 

Bottom  line:  USI  has,  itself,  lost  no  new  business  due  to  insufficient  capital 

8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 


ACS 

Government 
Solutions  Group 
[#8] 

The  role  of  the  CIO  and  technology  as  it  relates  to  business  success  or  failure  has  increased 
in  importance.  As  a result  the  need  to  buy  sourcing  solutions  based  on  results  is  becoming 
the  norm. 

From  the  point  of  view  of  ACS,  “pure  outsourcing”  means  providing  people  (bodies).  This  is 
generally  less  profitable  than  “impure  outsourcing,”  consisting  of  people  plus  high  value-added 
networking,  application  or  other  consulting  services.  “Profitability”  is  difficult  to  measure 
because  easy  assumptions  don't  always  apply. 

For  example,  while  teaming  with  a prime  on  a contract  is  generally  perceived  to  be  lower- 
margin  for  the  subs,  ACS  factors  in  the  much  lower  cost  of  preparing  proposals  and  bidding 
directly.  Also,  subbing  generally  leads  to  a pipeline  of  additional  business,  so  it  is  usually 
worthwhile  to  participate  as  a means  of  getting  a vendor’s  foot  in  the  door  to  places  that  would 
be  otherwise  inaccessible.  Therefore,  while  seat  management  and  desktop  service  contracts 
may  not  appear  attractive  in  themselves,  they  can  serve  as  conduits  to  other,  more  attractive 
business. 

Beyond  that,  respondent  believes  strongly  that  the  critical  key  to  profitability  is  not  the  size  of 
the  margin  associated  with  a given  contract,  but  the  way  in  which  the  contract  is  managed  and 
strategized,  i.e.,  how  this  contract/business  fits  into  a comprehensive  sales/marketing  plan. 

Convergys 

The  ASP  model  is  “outsourcing  light.”  Expect  sharp  consolidation  in  this  segment  of 
outsourcing.  Also,  expect  increasing  demand  for,  and  use  of  offshore  outsourcing  facilities. 
Convergys  is  moving  in  this  direction  and  will  likely  announce  such  a facility  soon.  It  already 
has  a data  center  in  Canada. 

The  role  of  consultants  to  expedite  outsourcing  deals  will  increase.  Convergys  has  had 
relationships  with  them  in  the  past.  They  can  provide  critical  help  when  a vendor  moves  into  a 
new  market. 

CSC  (1)[#3] 

Clearly,  customers  want  increasingly  comprehensive  outsourcing  contracts  (for  example,  the 
LOGMA  army  contract).  The  first  federal  outsourcing  contracts  involved  the  transfer  of  civil 
servants  and  covered  rudimentary  transaction  processing  tasks.  These  contracts  were 
followed  with  more  complex  ones  involving  enterprise  architectures  and  supply  chain 
management. 

Overall,  customers  are  driven  by  the  value  potential  of  IT  outsourcing.  Also,  they  are  trying  to 
cope  with  technological  change.  They  don’t  know  how  to  do  it  and  they  are  admitting  with 
increasing  frequency  that  they  need  help  in  identifying  the  best  solutions  to  their  business 
problems. 

The  federal  retirement  situation  is  a “bombshell.”  We  see  federal  employee  unions  as 
important  allies  (ex.  IRS). 

Sole-sourcing?  if  you  become  a real  “solutions  provider,”  then  you  become  a natural 
contender  for  sole-sourced  contracts.  Much  work  is  done  in  the  federal  market  under  task 
orders,  and  these  are  not  necessarily  competitive  (ex.  the  contract  that  USPS  awarded 
recently  to  Federal  Express  on  a sole-sourced  basis). 

The  new  Republican  administration  may  allocate  higher  budgets  to  the  DoD,  but  eventually 
“reality  will  set  in”  and  the  government  will  be  obligated  to  move  increasingly  toward 
privatization  of  functions  that  are  currently  performed  by  civil  servants  and/or  military 
personnel. 

CSC 

Customers  want  to  grow  their  businesses,  but  they  cannot  do  so  with  their  existing  IT 
infrastructure.  They  can’t  support  their  actual  or  expected  growth  with  existing  staff  and 
facilities.  CSC  sees  much  opportunity  around  the  globe,  especially  for  work  with  U.S. 
companies  that  are  expanding  abroad.  Typically,  CSC  begins  a relationship  by  doing  work  for 
the  U.S.  units,  and  then  expands  the  relationship  to  doing  client  work  for  units  located  outside 
of  the  U.S.  The  average  size  of  outsourcing  contracts  is  increasing,  at  least  for  CSC  even 

CYNDC1 


© 2001  by  INPUT.  ReproducUon  Prohibited. 


144 


A Special  Analysis  of  the  U.S.  Commercial  IT  Outsourcing  Market 


INPUT 


while  the  number  of  deals  is  shrinking  somewhat. 

CSC  revenues  are  now  about  $5  billion,  derived  from  work  for  Fortune  500  companies.  CSC 
targets  “mid-tier”  customers,  which  it  describes  as  having  revenues  or  $1-5  billion.  Top-tier 
companies  typically  have  revenues  above  $5  billion.  As  an  example,  J.  Crew  awarded  a 
contract  based  on  an  IT  budget  of  $2-30  million  annually.  Companies  in  this  mid-tier  segment 
can’t  field  sufficient  IT  resources  and  they  outsource  out  of  necessity. 

Opportunities  are  now  increasingly  global  rather  than  national  and  the  most  attractive  segment 
has  become  the  midmarket — ^which  is  also  on  the  move  globally. 

Vendors  expecting  to  make  the  transition  from  the  federal  to  the  commercial  market  need  to 
build  a base  on  their  federal  experience — following  CSC’s  example.  The  company  took  its  10- 
15  years  of  experience  in  working  for  federal  clients  that  made  high  demands  for  technical 
discipline  and  process  management  to  the  commercial  market,  albeit  with  adaptations.  We 
discovered  that  we  could  be  very  successful  with  commercial  clients  by  applying  the  same 
processes  globally  that  we  had  used  for  federal  customers. 

At  the  same  time,  realize  that  partnerships  take  time-whether  with  customers  or  other  vendors. 
You  must  work  your  way  up  to  a position  of  trust.  There  is  no  shortcut  to  the  position  of 
“trusted  advisor.” 

Insofar  as  possible,  use  industry  analysts  to  spread  the  word  about  your  capabilities  cost- 
effectively. 

In  the  1990s,  customers  were  motivated  to  outsource  primarily  by  a desire  to  achieve  cost- 
savings.  This  motive  was  superseded  by  a realization  that  lack  of  internal  resources  made 
outsourcing  an  imperative  beyond  potential  cost-savings.  Eventually,  cost-savings  will  move 
back  into  the  top  position  as  an  action  criterion,  but  at  the  moment  customers  are  giving 
priority  to  the  need  to  standardize  their  IT  environments  as  a precondition  for  achieving  cost- 
savings. 

CSC  showcases  its  heritage  of  work  experience  in  the  area  of  security  for  classified  federal 
customers.  Worth  noting,  this  experience  proved  decisive  in  winning  the  Nortel  contract.  Top 
management  decided  that  CSC’s  skills  in  this  area  were  eminently  transferable — and 
desirable. 

EDS 

Respondent  cited  a move  toward  strategic  outsourcing  and  away  from  commodity  outsourcing. 
Discussions  between  EDS  and  prospective  customers  usually  center  on  the  nature  of  the  long- 
term, strategic  contribution  that  the  vendor  can  make  to  the  customer’s  business  model. 

Risk-sharing? 

Respondent  commented  that,  while  the  customer  wanted  to  consider  the  IT  vendor  a partner, 
there  was  no  strong  trend  toward  including  vendors  in  risk-sharing  and  profit-sharing 
arrangements  as  part  of  an  outsourcing  contract.  While  customers  may  be  intrigued  initially  by 
the  idea  as  a way  to  provide  incentives  and  punishments  to  the  vendor,  they  usually  conclude 
that  there  is  no  effective  way  to  measure  the  vendor’s  contribution  to  revenues  and  profits 
separate  from  the  rest  of  the  customer’s  organization. 

Also,  changes  in  business  conditions  are  common  and,  when  they  occur,  they  usually  disrupt 
whatever  sharing  arrangements  had  been  in  place  previously. 

Entex 

• Customers  are  looking  for  more  complete  outsourcing  solutions.  They  want  to  work  with 
fewer  suppliers.  They  prefer  the  prime  (general  contractor)  model  whereby  a lead  vendor 
manages  the  relationships  and  monitors  the  work  of  subcontractors.  Overall,  they  want  to 
reduce  headcount. 

• The  transition  to  e-business  is  making  competition  between  vendors  more  intense. 
Smaller  vendors  are  being  relegated  to  subcontract  roles,  where  margins  are  lower. 

Fed  Data 

Important  changes  in  the  federal  market  include: 

• People  are  recognizing  the  need  for  change,  both  in  terms  of  budgets  and  staffs. 

• There  is  a genuine  effort  underway  to  understand  how  to  make  the  transition  from  internal 
to  outsourced  IT  functions. 

• The  TCO  concept  is  spreading  in  the  government  (even  though  it  is  seldom  able  to 
specify  its  costs  accurately).  Agencies  are  making  progress  in  analyzing  their  “hard”  costs 
for  equipment,  but  having  great  difficulty  in  assessing  their  “soft”  costs  for  people,  HR, 
etc.,  which  is  necessary  in  order  to  compute  accurate,  projected  cost  savings. 
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Getronics 

Federal  outsourcing  business  is  moving  in  the  same  direction  as  the  commercial  market — 
“upwards”  toward  increasingly  comprehensive,  BPO-oriented  contracts.  If  so,  is  seat 
management  on  the  way  out  and,  as  a result,  unattractive  to  vendors?  Absolutely  not:  “Seat 
management  is  like  getting  the  camel’s  nose  under  the  tent.” 

Typically,  during  the  term  of  a seat  management  contract,  10-25%  of  incremental  revenue 
materializes  (based  on  total  value  of  the  seat  management  contract).  This  explains  part  of  the 
advantage  of  being  an  incumbent;  agencies  are  unlikely  to  go  elsewhere  to  have  work  done 
that  can  be  given  conveniently  and  simply  to  the  vendor  that  is  already  on  the  premises  and 
performing  satisfactorily. 

Does  this  mean  that  vendors  either  can,  or  should  bid  for  new  seat  management  contracts  on 
a no-profit  basis  in  the  hope  that  these  incremental  revenues  will  ultimately  make  the  total 
customer  relationship  profitable. 

Respondent  believes  that  this  is  a high-risk  way  to  do  business  because  an  unprofitable 
vendor  is  unlikely  to  be  either  able,  or  motivated,  to  do  the  highest  quality  work  on  the  initial 
contract.  If  work  on  the  basic  contract  is  lackluster  or  deficient,  then  the  expected,  incremental 
revenue  will  not  materialize. 

In  the  near  future,  the  federal  workforce  will  experience  a massive  wave  of  retirements,  and 
there  are  no  young  replacements  for  them  on  the  horizon.  Young  recruits  want  better 
hardware  and  working  environments. 

During  the  next  two  years,  the  government  will  continue  to  play  catch  up;  after  that,  expect 
large  new  outsourcing  contracts  because  there  will  be  no  viable  alternative.  Union-inspired 
anti-outsourcing  efforts  (TRAC)  will  continue,  but  reality  can’t  be  changed. 

Independent 

Consultant 

Clearly,  the  outsourcing  market  is  moving  toward  BPO  in  the  sense  that  customers  are  using 
vendors  to  take  over  even  more  complex  and  comprehensive  packages  of  business  functions. 

At  the  same  time,  vendors  should  be  aware  that  the  opportunity  is  greater  than  the  reality. 
Clients  continue  to  be  reluctant  to  hand  over  to  vendors  too  much  of  what  they  perceive  to  be 
“control"  over  their  core  business  processes,  so  fulfilling  the  market’s  potential  remains  a hard 
sell.  Also,  never  forget  that  there  is  always  internal  resistance  to  BPO.  Incumbent  employees 
always  fear  that  headcount  reductions  will  inevitably  follow  any  BPO  contract,  if  not  all 
outsourcing. 

The  SLA  Game 

Clients  look  to  SLAs  as  a justification  for  their  decision  to  give  up  direct  control;  SLAs  are 
wielded  as  indirect  control.  Yet,  in  most  cases,  customers  demand  very  exacting  SLAs  without 
realizing  or  admitting  that,  in  fact,  the  high  levels  demanded  by  the  SLA  may  never  have  been 
achieved  by  the  organization,  may  not  be  possible,  or — if  possible — may  be  neither  necessary, 
nor  cost-effective. 

Smart  vendors  can  expect  to  find  excellent  opportunities  for  growth  in  the  ASP  field  (fixed 
services  delivered  for  fixed  prices  on  a monthly  pay-by-the-drink  basis).  The  danger  is 
excessively  fast  growth  and  letting  costs  get  out  of  control.  Remember:  ultimately,  when  all  is 
said  and  done,  ALL  outsourcing  deals  are  motivated  by  a customer  desire  to  save  money, 
however  expressed. 
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Keane 

Market  Trends 

In  his  opinion,  the  ASP  model  has  failed — at  least  insofar  as  having  an  appeai  for  Keane’s 

target  market  of  Giobai  2000  organizations.  They  require  significant  amounts  of  customization, 

cannot  use  “piain  Vaniiia”  appiications.  Therefore,  ASPs  cannot  serve  their  needs  cost- 

effectiveiy. 

Changes  in  the  Outsourcing  Market 

• Customer  interest  in  iT  outsourcing  is  rising,  especiaily  for  application  management  and 
deveiopment.  Now,  customers  outsource  these  functions  as  part  of  a competitive  strategy. 
They  want  to  streamiine  their  operations,  offload  nonstrategic  IT  functions  so  that  intemai 
staff  can  be  used  for  higher  vaiue-added,  core,  proprietary  iT  deveiopment  projects. 

• The  roie  of  the  CiO  is  changing.  He/she  is  no  ionger  an  aii-around  guru  or  “buiider.” 

Today,  the  CIO  functions  more  as  a generai  contractor  (supervisor)  of  IT  outsourcing 
vendor  reiationships. 

• Customers  are  moving  toward  one-stop  shopping  for  outsourcing,  but  they  aiso  want  best- 
of-breed  soiutions.  Therefore,  iarger  companies  are  iess  interested  in  “extreme” 
outsourcing  whereby  they  hand  over  to  an  outsourcing  vendor  complete  responsibility  for 
their  entire  IT  infrastructure.  Large  companies  want  to  select  the  best  solutions  avaiiable, 
even  if  procured  from  a variety  of  vendors,  in  contrast,  smaiier  companies  may  stiil  find 
“totai”  or  “extreme”  outsourcing  appeaiing  whereby  they,  in  effect,  depend  entirely  on 
outsourcers  for  their  back  office  and  iT  infrastructure. 

• Aiso,  large  organizations  are  increasingly  skeptical  that  any  IT  vendor  can  “do  it  aii,” 
including  iBM.  Customers  are  maturing  and  moving  up  a learning  curve.  When  data 
center  management  is  outsourced  today,  appiications  are  usuaiiy  kept  in-house,  or  given 
to  a different  vendor. 

• Contract  consuitants  are  being  used  with  increasing  frequency.  They  are  advising 
customers  to  avoid  long  contracts,  aim  at  3-5  year  durations,  insist  on  best-of-breed 
solutions  and  a favorabie  vaiue  metric. 

Keane  2 

Customers  are  deveioping  a much  higher  comfort  levei  than  ever  before  with  the  outsourcing 
of  more  comprehensive  departmentai  functions.  They  iike  the  idea  of  iT-oriented  faciiities 
management  with  us  as  a partner. 

Some  consuitants  are  now  charging  a “success  fee”  for  introducing  vendors  to  prospective 
customers.  Exampie:  Everest,  which  has  a vendor/ciient  exchange  service.  Clients  are 
typicaily  aware  of  consuitant  fees,  but  consider  them  part  of  the  total  cost  of  a deal.  While 
consultants  never  take  responsibility  for  a ciient's  decision,  it  is  ciearthat  there  are  times  when 
they  are  able  to  dictate  to  the  customer  which  vendor  to  seiect. 

However,  the  use  of  consuitants  doesn’t  eliminate  the  need  for  a good  saies  and  marketing 
effort.  Consultants  can  be  a positive  eiement  of  the  totai  saies  process,  particuiarly  if  they  have 
strong  personai  reiationships  and  reputations. 

important  outsourcing  consultants  include,  in  addition  to  Everest,  Gartner,  Technology 
Business  Intemationai  (TBi),  Technology  Partners  International  (TPI)  and  Transition  Partners, 
aiong  with  The  Outsourcing  Institute. 

Vendors  entering  the  market  need  to  convince  these  consuitants  of  their  value  proposition. 

Customers  are  getting  into  more  sophisticated  types  of  contracting  and  they  are  using  outside 
consuitants.  There  is  increasing  pressure  to  improve  SLA  promises.  The  challenge  is  to 
deiiver  business  value  based  on  demonstrable  metrics  and  performance  measurements. 
Historicaily,  the  federal  market  has  been  more  demanding  in  this  regard  than  the  commerciai 
market,  but  that  is  changing  rapidiy.  There  is  much  business  avaiiabie  for  maintenance  of 
iegacy  iT  systems,  but  this  work  is  being  rapidiy  commoditized  and  is  no  ionger  considered 
attractive  by  vendors. 

If  you  look  at  the  IT  outsourcing  market  from  the  top  down  from  the  vendor’s  point  of  view,  the 
most  profitable  types  of  business  are: 

• A combination  of  new  application  deveiopment  and  maintenance  of  existing  applications 

• Consulting-oriented  work  to  plan,  build  and  strategize  new  IT  structures 

• Least  profitable  is  data  center  management  and  transaction  processing. 

Also  attractive,  application  management  contracts  that  include  e-solution  development  work. 

147 


© 2001  by  INPUT.  Reproduction  Prohibited. 


CYNDC1 


A Special  Analysis  of  the  U.S.  Commercial  IT  Outsourcing  Market 


INPUT 


Keane’s  formula  is: 

• Plan  - consulting,  strategy 

• Build  - e-solutions,  Web-enablement 

• Manage  - full  application  management  outsourcing  and/or  development,  data  center 
management  (or  federal  seat  management) 

Lockheed 

Martin 

The  most  important  change  over  recent  years  has  been  the  government's  decision  (mainly 
DoD)  to  give  up  insisting  on  “bespoke,”  or  customized  IT  solutions,  either  equipment  or 
software.  Now,  the  government  prefers  to  buy  commonly  available  solutions  off  the  shelf.  This 
represents  a big  change. 

Another  important  change  has  been  the  increasing  use  of  outsourcing  consultants  by 
customers.  Today  it  is  common  to  spend  5%  of  the  total  contract  value  on  paying 
consultants — and  they  work  for  both  customers  and  vendors. 

Preferences 

IBS  would  prefer  to  do  high-end,  high  value-added  e-business  projects,  but  to  date  the 
company  has  done  somewhat  small  deals,  which  are  typically  broken  in  to  pieces  and 
awarded  to  multiple  vendors. 

IT  infrastructure  management  is  still  profitable,  but  it  is  very  difficult  to  differentiate  yourself  in 
this  segment  from  your  competitors.  The  skills  have  been  commoditized.  Also,  these  projects 
are  complex  and  require  highly  developed  project  management  skills  on  the  part  of  the  vendor. 

This  is  a perennial  challenge:  how  to  differentiate  your  company  and  your  offer  from 
competitors.  IBS  doesn’t  play  in  the  same  league  as  IBM,  EDS  and  CSC.  IT  targets  deals  in 
the  hundreds  of  millions  of  dollars,  not  billions. 

Respondent  describes  IBS  as  “big  enough  to  do  the  job,  but  small  enough  to  give  attention  to 
customer  needs.”  In  contrast,  for  a company  such  as  IBM,  NO  deal  is  big.  IBM  has  a pipeline 
of  $1  billion  deals.  For  IBS,  the  “sweet  spot”  is  a deal  in  the  $100-500  range.  There  it  can 
compete  effectively.  IBS  bills  itself  as  a “full-term  participant”  that  is  more  accessible  to  client 
managements. 

Perot  Systems 
[#22] 

The  ability  to  do  something  better,  faster  and  cheaper  is  the  price  of  entry  today.  Clients  today 
are  looking  for  strategic  partners  that  offer  breadth  and  depth.  Clients  are  seeking  ways  that 
they  can  drive  business  to  fewer  partners  and  hold  them  accountable  for  the  results.  Basically 
treating  their  service  providers  as  an  extension  of  their  IT  department  and  business  units. 

One  other  area  that  we,  the  incumbents,  seem  to  be  ignoring  is  the  possibility  of  new 
competitors  in  our  space.  We  have  done  a very  good  job  of  warning  our  clients  that,  in  the 
new  economy  paradigm,  competitors  are  in  every  vertical.  We  point  to  Enron  and  others  as 
examples. 

The  creation  of  shared  services  groups  that  are  independent  of  their  parents  possess  industry 
knowledge,  relationships,  and  an  understanding  of  industry  applications  and  technologies  that 
can  be  tapped  as  solutions.  They  have  been  authorized  to  capture  revenue  from  other  firms, 
but  because  of  their  organizational  structure,  they  have  not  been  successful.  1 see  these  as 
potential  back  office  competitors. 

One  the  front  end  what  if  Amazon,  Yahoo  or  Ebay  decided  to  get  into  the  CRM  space?  The 
virtual  companies  we  are  building  today  possess  the  skillsets  and  knowledge  to  be  our 
potential  competitors  tomorrow. 

Lockheed 
Martin  [#4] 

Important  Changes  Underway  in  the  Outsourcing  Industry 

Primary  among  these,  at  least  in  the  federal  market,  is  the  anti-outsourcing  lobby.  Respondent 
believes  strongly  that  union-led  efforts  to  kill  federal  outsourcing  will  lead  to  disaster.  The  A-76 
machinery  in  place  that  attempts  to  verify  the  cost-effectiveness  of  outsourcing  is  not  working 
well  because  of  the  many  difficulties  in  the  way  of  computing  federal  costs.  “Savings”  can  be 
deceptive,  primarily  because  they  ignore  the  need  for  technology  “refresh.”  The  desire  of 
federal  employees  to  assure  their  job  security  is  understandable,  but  doomed.  The  skills 
shortage  will  grow  ever  more  acute.  Also,  the  federal  “customer”  is  incapable  of  foreseeing 
technological  advances.  The  slow  procurement  cycle  ensures  that  almost  whatever  is 
purchased  will  be  obsolete,  or  almost  obsolete  by  the  time  it  is  implemented. 

The  skills  shortage  will  worsen.  Why  would  young  techies  want  to  work  for  the  government, 
the  respondent  asks,  when  they  typically  have  more  computing  power  on  their  wrist  watches. 
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or  in  their  PDAs  than  they  can  find  on  many  agency  desktops.  Techies  will  be  attracted  to  work 
environments  were  they  can  use  cutting-edge  technology.  Obsolete  federal  hardware  only 
exacerbates  the  flight  of  young  techies  to  the  commercial  sector. 

SAIC  [#20] 

Customers  are  becoming  more  sophisticated  and  outsourcing  is  becoming  more  acceptable. 
CIOs  used  to  oppose  outsourcing;  now,  they  embrace  it.  The  size  of  deals  is  getting  smaller, 
which  reflects — in  part — reluctance  to  give  up  too  much  control  (customers  are  giving  a larger 
number  of  smaller-sized  outsourcing  contracts  to  multiple  vendors). 

Question:  Is  the  role  of  customer-engaged  consultants  becoming  more  common  and  more 
important? 

Yes,  but  consultants  can  create  a conflict  of  interest  with  clients  because  they  are  paid  on  a 
time-spent  basis.  Therefore,  it  is  to  their  interest  to  lengthen  the  sales/proposal/bid  process 
rather  than  shorten  it. 

When  asked  if  vendors  could,  or  should  depend  on  consultants  to  bring  them  into  outsourcing 
deals  in  new  markets,  respondent  commented  that  this  was  a “loser’s  point  of  view,  depending 
on  the  consultants  used.”  He  said  that  Cap  Gemini  had  won  some  excellent  business  through 
TPI  and  other  consultants  because,  while  the  vendor’s  work  was  good,  it  had  little  name 
recognition  in  the  U.S.  market.  Consultants  liked  being  able  to  recommend  a lesser-known,  but 
high-quality  vendor  to  clients  because  it  made  them  appear  more  competent. 

Respondent  emphasized  that  the  use  of  consultants  to  bring  in  outsourcing  business  should 
be  regarded  as  merely  an  alternate  sales  channel,  not  one  that  any  vendor  could  rely  on 
exclusively. 

UNISYS 

In  the  federal  marketplace,  UNISYS  believes  that  outsourcing  wiil  play  a significant  role  as 
government  is  being  downsized  and  asked  to  do  more  with  less.  A-76  issues  and  unions  need 
to  be  addressed. 

USInternet- 

working 

Today,  there  is  much  better  recognition  of  the  vaiue  of  IT  outsourcing  than  there  was 
previously.  And  there  is  better  understanding  of  the  ASP  model — albeit  acceptance  has  been 
quicker  in  the  commercial  market  than  in  the  federal  market. 

Currently,  USl  has  a total  of  208  clients,  signed  over  the  past  two  years  (during  the  first  year  of 
the  company’s  existence,  it  was  not  operational).  Total  value  of  signed  contracts  exceeds 
$400  million.  USl  gained  its  first  public  sector  ciient  in  2Q  1999,  its  second  in  3Q  1999,  and  the 
remaining  ones  in  3Q  and  4Q  2000. 

Use  of  Consultants 

Respondent:  “1  don’t  like  consultants  because  they  are  difficult  to  manage.  1 prefer  the  direct 
sales  model. 

We  rely  on  outsourcing  consultants  to  bring  us  into  deals,  but  we  must  maintain  our  own  in- 
house  sales  force  as  well.  At  the  least,  we  need  sales  closers.” 

9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 


COMPAQ  [#18] 

• Full  IT  and  Process  Outsourcing  - ability  and  expertise  to  manage  the  clients  desired 
business  results. 

• “Next  Generation  Mgmt”  Infrastructure  - ability  to  manage  the  risk  of  transition  to  the 
clients’  desired  state. 

• EWorkplace  (asset  mgmt)  - the  management  of  all  change,  moves,  adds  around  network 
access  devices  such  as:  desktop,  PDA,  messaging  and  enterprise  help  desk  support. 

REASON:  expertise,  process  and  methodolooies  that  can  provide  the  desired  consistent  office 
environment  required  by  the  client  to  perform  their  business  offerings  is  situated  in  a highly 
competitive  market.  (4)  Customer  Care  (Enterprise  Help  Desk) 

REASON:  specific  helpdesk  support  (level  11  is  focused  usuallv  on  cost  reduction  for  the 
client.  The  market  is  a highly  competitive  market  when  the  offering  is  transitioned  to  an 
enterprise  approach  integrating  requirements  for  multi-language,  application  and  international 
support  the  value  to  both  the  client  and  the  sourcer  increase.  (5)  Private  Storage  Utility  and 
Business  Continuity 

REASON:  This  offerino  provides  the  intearated  support  of  both  product  and  services  to  secure 
the  valuable  information  of  our  clients. 
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Convergys 

Most  orofitable  - Billina  solutions  due  to  hiqh  transaction  volume;  next  call  centers.  Company 
prefers  longer-term  contracts  (5  years  +)  in  order  to  maximize  profit. 

Entex 

Without  a doubt,  network  management  and  consulting  are  much  more  profitable  for  Entex  than 
“break/fix”  desktop  services. 

Yet,  Entex  will  not  enter  into  a desktop  services  contract  on  a low  or  no-profit  basis  in  the  hope 
that  future,  lucrative  additional  business  will  materialize  to  make  the  overall  relationship 
profitable.  While  it  is  true  that  having  an  incumbent  contractor  relationship  almost  always 
results  in  incremental  business,  to  depend  on  that  business  from  the  outset  is  a recipe  for 
disaster. 

Fed  Data 

Types  of  Outsourcing  that  Can  Be  Done  Most  Profitably 

• Enterprise  seat  management,  meaning  bundled  contracts  for  help  desk,  network 
management,  LAN,  break/fix  work,  HW/SW  acquisition,  some  application  management 
and  development  work 

• Network/LAN  administration 

• Help  desk  (which  has  been  mainly  commoditized) 

• Web  hosting/Web  site  development  Contracts  here  are  small,  but  likely  to  grow  in  volume 
and  importance  for  the  government. 

Loaicon  is  doina  some  work  on  the  state  and  local  aovemment  level,  includina  data  center 

management.  The  potential  for  this  is  good,  but  contracts  at  present  are  small.  E-gov  is  still  in 

the  future. 

Getronics 

Getronics  sees  excellent  potential  in  seat  management  in  the  federal  market. 

Getronics  has  experience  in  dealing  with  unions  in  non-seat  management  contracts. 
Confrontation  is  unnecessary.  However,  vendors  must  recognize  that  unions  have  an  inherent, 
vested  interest  in  increasing  headcount,  not  reducing  it,  which  creates  fundamental  conflicts  of 
interest  between  unions  and  outsourcers. 

Vendors  need  to  face  the  truth:  “You  can’t  be  everything  to  everyone.”  Respondent  believes 
strongly  that  you  need  to  be  able  to  use  the  same  software  tool  set  for  a significant  period  of 
time  (in  order  to  amortize  your  costs).  Yet,  this  did  not  mean  that  Getronics  was  inclined  to 
acquire  the  software  companies  that  are  its  current  partners  and  on  which  it  depends  for 
elements  of  its,  in  effect,  proprietary  seat  management  solution.  Reason:  “We  don't  want  to  be 
in  the  software  business.” 

Getronics  does,  however,  build/assemble  a basic  tools  that  it  uses  repeatedly.  It  does  NOT 
buy  off-the-shelf  solutions  from  Tuvalu  or  Computer  Associates. 

Litton/PRC 

For  us,  the  most  profitable  type  of  outsourcing  business  is  network  services  and  remote 
storage.  Desktop  services  trails.  In  our  experience,  commercial  contracts  are  usually  at  least 
twice  as  profitable  as  federal  ones,  i.e.,  with  20%  margins  rather  than  10%.  We  would  enter  a 
market  with  low  profit  margins  (5-6%)  only  if  we  thought  there  was  good  potential  to  move  the 
business  up  quickly  to  the  10-12%  level. 

This  group  accounts  for  20%  of  total  revenues. 

There  are  no  staff  training  problems  that  are  critical  to  our  group. 

Perot  Systems 

Business  Process  Outsourcina:  Most  oraanizations  todav  view  the  automation  of  a business 
process  as  a major  milestone,  and  in  many  cases  it  is.  However,  the  true  value  is  to 
determine  if  the  process  is  worth  automating  to  begin  with.  Business  Process  Automation 
provides  the  initial  quick  hit  to  secure  funding  from  CapX.  The  real  value  though  is  how  a 
particular  process,  or  subprocess,  can  be  redesigned  and  measured  to  become  better  aligned 
to  the  corporate  vision  and  strategy.  The  inefficiencies  once  identified  and  resolved  deliver 
significant  operational  and  cost  improvement  and  in  some  situations  positively  affect  top  line 
growth. 

Aoolication  Outsourcina:  We  have  the  abilitv  to  transfer  this  work  to  a JV  in  India.  HPS.  that  is 
a Managed  Level  5 of  the  Capability  Maturity  Model  for  the  Software  Engineering  Institute. 
This  disciplined  process  approach  provides  us  with  efficiencies  that  reduces  the  time  and  risk 
in  making  enhancements  and  performing  maintenance  of  the  chosen  application.  Additionally 
the  Indian  labor  rates  are  significantly  lower  than  US  based  rates  allowing  us  to  perform  this 
service  better,  faster  and  cheaper  than  our  clients. 

Web  Manaaement  Services:  The  ability  to  combine  our  infrastructure  competency  with  HPS 
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enables  Perot  Systems  to  compete  very  effectively  in  this  space,  especially  when  the 
requirement  is  high  availability  supporting  a mission  critical  application. 

Proaram  Manaoement:  Perot  Svstems  will  outsource  the  manaaement  of  a sinale  or  multiole 
projects  and  leverage  ours,  or  the  clients,  project  management  methodology.  These 
engagements  typically  involved  some  type  of  risk/reward  component  which  significantly 
increases  the  operational  margins  for  Perot. 

SAIC 

SAIC  can  do  the  management  and  development  of  SW  applications  most  profitably — along 
with  related  consulting.  For  a somewhat  lower  margin,  it  could  also  do  network  management 
profitably. 

Clearly,  data  center  management  and  desktop  management  were  the  least  profitable  types  of 
outsourcing  for  SAIC. 

UNISYS  [#16] 

Data  Center,  Infrastructure  and  transaction  processing. 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 

ACS 

Government 
Solutions  Group 
[#8] 

Information  technology  outsourcing 

CSC 

In  the  federal  market,  CSC  considers  application  management  an  important  strength.  In  the 
commercial  market,  application  management  is  typically  bundled  with  a variety  of  other 
services  in  the  commercial  market. 

During  the  last  three  years,  CSC  was  well  positioned  to  leverage  commercially  tested  solutions 
to  federal  clients — as  evidenced  by  wins  at  IRS  and  the  Army  logistics  contracts.  Also, 
experience  with  delivering  on  SLAs  is  critical:  vendors  In  the  federal  market  must  be 
comfortable  with  performance-based  contracting.  This  is  also  a great  advantage  in  the 
commercial  market. 

Beyond  that,  CSC  has  20  years  of  experience  and  demonstrated  success  delivering  on 
contracts  for  the  operation  of  military  bases — despite  the  political  power  of  unions. 

Fed  Data 

Fed  Data’s  primary  expertise  is  in  the  seat  management/enterprise  management  area,  and 
secondarily  in  network  management. 

Litton/PRC  [#1] 

Our  areas  of  outsourcing  expertise  include: 

• Help  desk 

• Storage  on  demand  (for  customers  that  don’t  want  to  buy  new  storage  capacity  directly, 
but  prefer  that  the  vendor  put  his  own  equipment  on  the  customer’s  site  and  operate  it). 

The  key  to  success,  for  us,  in  the  data  storage  market  is  to  be  able  to  set  up  hardware  at  the 
customer’s  facility.  It  can  also  be  done  remotely  at  our  facility,  but  there  is  more  competition  in 
that  approach.  We  like  going  to  the  customer’s  site  because  it  (literally)  gives  us  a foot  in  the 
door  with  potential  for  increased  account  penetration. 

Perot  Systems 
[#22] 

Enterprise  outsourcing  today.  BPO  in  the  future 

UNISYS  [#16] 

Data  Center  and  Infrastructure  management. 

11.  What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 

Compaq 

Compaq  has  disciplined  approaches  to  pricing. 

Convergys  [#19] 

Company  uses  a standard  price  book  that  includes  Total  Cost  of  Ownership  models  (TCO). 
These  will  vary  depending  on  the  billing  platform  used.  Convergys  tries  to  create  a strategic 
partnership  with  customer:  “We  try  to  help  the  customer  understand  his  TCO — then  we  show 
how  costs  can  be  cut.” 

CSC 

CSC  does  a comprehensive  solution  development/solution  design  estimate,  including  the  cost 
of  implementation  before  pricing  a deal.  Company  uses  a “cost  build  up”  model  (others  use  a 
cost-savings  or  percentage  of  promised  savings  method).  In  the  cast  of  most  contracts,  there 
is  a base  cost  to  the  customer  with  adjustments  according  to  business  volumes.  It  is  important 
to  build  variability  of  parameters  into  the  contract  from  the  start.  As  an  example,  due  to  a late 
acquisition,  the  Nortel  contract  required  an  adjustment  of  expected  transaction  volumes  even 
before  the  contract  was  signed. 
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Entex 

Generally,  the  average  size  of  Entex’s  bids  is  small.  Large  bids  require  top  management’s 
approval.  Entex  doesn’t  go  cold-calling.  It  will  usually  take  a piece  of  a larger  contract  and  try 
to  expand  the  relationship. 

The  proposal  costing  model  is  based  on  clear  definitions  of  the  work  to  be  performed.  This  is 
reviewed  periodically  and  profitability  is  recalculated.  Independent  audits  confirm  these 
numbers.  Entex  does  offer  work  priced  on  a volume  basis.  Key  factor:  build  into  SLAs  from  the 
outset  a clearly  defined  pricing  mechanism  that  adjusts  for  changes  in  the  customer’s  business 
model.  SLAs  are  more  of  a problem  in  Europe. 

Also,  success  in  pricing  requires  excellent  Project  Management  skills.  Europe  is  more 
advanced  in  the  training  of  project  managers  (esp.  Siemens,  which  has  a high  reputation  in 
this  area). 

Fed  Data 

Fed  Data  uses  models  for  projecting  cost  and  pricing  models  as  part  of  the  proposal/bid 
process.  To  be  worthwhile,  seat  management  contracts  need  to  be  sufficiently  large  to  give 
vendor  economies  of  scale.  Cost  projection  models  can  be  re-used — they  are  not  developed 
de  novo  for  each  new  bid.  Fed  Data  uses  a knowledge  management  system  and  believes  that, 
in  general,  this  approach  could  be  used  for  bidding  in  the  commercial  market  as  well. 

Getronics 

Getronics  has  no  “black  box”  that  it  uses  to  compute  contract  profitability:  “We  just  tinker  and 
adapt.”  To  respondent’s  knowledge,  there  is  no  good  contract  cost/profit  model.  In  reality, 
“outsourcing  contracts  are  like  DNA,  each  one  is  different.  Pricing  is  an  art..”  because  there 
are  no  precise  data. 

Expect  that  the  costs,  terms  and  SLAs  of  an  outsourcing  contract  will  be  subject  to  continual 
change.  It  is  common  for  vendors  to  “take  hits”  in  the  form  of  unexpected  costs. 

In  the  federal  market,  there  is  always  a security  dimension  to  the  work  (with  associated  costs). 
When  agency  needs  change,  and  their  budgets  do  not,  we  are  often  in  the  position  of 
negotiating  adjustments  in  SLAs,  faster  or  slower  refesh  rates,  return  to  service  guarantees, 
etc.,  in  order  to  keep  contract  costs  within  budget  AND  meet  the  agency’s  current 
requirements.  The  trick  is  always  to  figure  out  how  to  do  this,  make  a profit,  and  NOT  change 
the  customer’s  cost. 

Litton/PRC  [#1] 

We  have  no  master  computer  model  for  computing  the  profitability  of  a contract. 

Lockheed 
Martin  [#4] 

Breakeven  on  contracts  is  computed  according  to  a sophisticated  model  that  we  use.  With  it, 
we  can  track  profitability  over  time  and  taking  into  account  changes  that  occur  during  the  life  of 
the  contract. 

In  general,  we  expect  breakeven  to  occur  about  1-2  years  into  a contract,  assuming  an 
average  term  of  seven  years.  Longer  contracts  clearly  provide  better  opportunities  for 
economies  of  scale.  Upfront  outlays  can  be  problematic.  Respondent  disqualifies  IDIQ 
contracts  from  ever  being  considered  “outsourcing,”  which  is  done  on  a fixed-task,  fixed-cost 
or  cost-plus  basis.  In  respondent’s  opinion,  an  IDIQ  contract  is  “a  license  to  spend  marketing 
dollars.” 

IBS  uses  an  in-house  model  to  compute  the  cost  (and  profit)  from  contract  bidding.  Typically, 
outsourcing  is  a low-margin  business  in  the  early  years. 

In  the  past,  IBS  tried  to  take  the  “business  case”  of  the  customer  into  account  (stage  in 
company  life  cycle).  Now,  IBS  prefers  multiyear  deals  whose  revenues  are  booked  on  a 
percentage  completion  basis.  IBS  prepares  bids  on  a forecast  of  total  contract  costs. 

Perot  Systems 
[#22] 

Each  opportunity  is  assigned  a cost  center  where  all  expenses  for  people  and  material  are 
assigned. 

12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as 

changes  are  made  over  time? 


ACS 

Government 
Solutions  Group 
[#8] 

Compared  to  the  3,000-4,000  people  in  the  IT  Technical  Solutions  part  of  the  Government 
Solutions  Group,  the  business  development  staff  totals  only  about  15,  plus  another  12  that 
work  on  proposal  preparation. 

Sales  and  marketing  costs  are  higher  in  the  commercial  market  for  many  reasons,  including 
higher  levels  of  compensation.  For  example,  while  a salesman  in  the  federal  market  may  earn 
a salary  of  $80-120,000,  on  the  commercial  side  salaries  range  from  $0-80,000. 

Why  zero?  Commercial  salesman  can  forego  salary  in  favor  of  a percentage  of  the  size  of  the 
total  deal  (typically  2%).  As  a result,  they  can  earn  several  hundred  thousand  dollars. 

CYNDC1 


© 2001  by  INPUT.  Reproduction  Prohibited. 


152 


A Special  Analysis  of  the  U.S.  Commercial  IT  Outsourcing  Market 


INPUT 


Convergys 

Beyond  revenues  from  outsourcing,  Convergys  typically  derives  20-30%  of  total  revenues  from 
provision  of  Professional  Services  in  the  IMG  division.  This  is  usually  for  some  kind  of  system 
integration  work.  Company  is  often  hired  to  build  this  component  into  its  original  project 
management  plans  and  contract  provisions. 

This  comment  was  made  in  the  context  of  asking  if  the  company  had  ever  low-balled  a 
contract  proposal  for  little  or  no  profit  in  order  to  get  a foot  in  the  customer’s  door.  Respondent 
denied  this  (they  all  do),  but  admitted  that,  at  times,  it  could  shave  the  outsourcing  contract 
profit  margin  if  the  SI  professional  services  component  were  large  enough. 

Convergys  tries  to  extend  contract  durations  well  before  their  expiration  in  order  to  reinforce 
client  relationships. 

Litton/PRC  [#1] 

All  opportunities  are  modeled  with  assumptions  of  the  desired  target  level  that  we  believe  we 
can  achieve  and  are  reviewed  periodically. 

UNISYS  [#16] 

Yes 

Our  bids  are  based  on  contract  type  and  requirements. 

13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with 
winning  new  outsourcing  contracts?  (Federal  vs  commercial?) 


ACS 

Government 
Solutions  Group 
[#8] 

Minimal 

Convergys  [#19] 

Respondent  believes  that  company’s  sales  costs  are  relatively  low,  at  5%  of  total  contract 
value — or  less.  He  believes  that  they  could  be  even  lower  in  the  federal  market.  He 
commented  that  he  thought  there  were  higher  contract  capture  costs  in  the  federal  market, 
along  with  a higher  level  of  “hassles.” 

He  expects  the  company’s  sales  and  marketing  costs  to  RISE,  albeit  not  so  high  as  the 
average  for  software  vendors  (10-15%  of  sales  revenues). 

CSC  (1)  [#3] 

Many  task  orders  include  a host  of  smaller  deals  that  can  be  bid  at  little  cost. 

CSC  2 

Business  development  costs  are  clearly  higher  on  the  commercial  side — basically  because 
there  is  more  travel  required.  All  federal  clients  are  located  conveniently  in  one  central 
location.  Nevertheless,  federal  proposal  preparation  costs  are  higher  than  the  corresponding 
costs  to  prepare  a commercial  bid. 

CSC  manages  costs  carefully:  all  expenses  are  evaluated  with  care  so  that  they  cannot 
become  burdensome. 

Company  uses  a “pursuit  model”  scaling  that  computes  (and  sets  a cap  on)  marketing  costs  as 
a percentage  of  total  contract  value. 

Commercial  marketing  challenge;  each  company  has  its  own  organizational  hierarchy,  yet 
vendors  must  learn  how  to  streamline  their  sales  approach  and  go  directly  to  the  top  decision- 
makers. 

Entex 

Marketing  costs  for  desktop  management  are  less  than  those  for  “complete”  or  “extreme” 
outsourcing,  i.e.,  total  data  center  management.  National  government  bids  are  more  expensive 
(especially  in  Europe).  However,  this  is  a non-issue  for  Entex,  whose  business  is  U.S.-based. 

Marketing  Strategy 

How  does  Entex  prioritize  its  prospects?  According  to  (1)  size  of  customer  by  revenues 
[Fortune  1 00-500  ranked].  Currently,  Entex  has  50  active  customers  from  among  the  Fortune 
100.  In  particular,  Entex  pays  attention  to  the  “IT  intensity”  of  prospects,  or  the  percentage  of 
revenues  allocated  annually  to  the  IT  budget.  By  this  ranking,  manufacturing  is  lower  than 
financial  services  because  companies  in  the  sector  tend  to  have  smaller  IT  budgets  in 
proportion  to  revenues.  The  sweet  spot:  companies  that  spend  $100-500  million  annually 
based  on  revenues  of  at  least  $1  billion. 

Entex  works  prospect  lists  with  some  attention  to  geography,  even  though  outsourcing  work 
can  be  done  remotely.  Salesmen  usually  focus  on  companies  based  on  HQ  and  then  follow 
them  geographically. 

The  approach  of  Entex  is  very  different  from  the  approach  of  Siemens  in  Europe.  In  Europe, 
there  is  more  emphasis  on  geography,  with  staff  allocated  on  a geographic  basis  at  regional 
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centers,  with  less  on-site  staff.  In  contrast,  in  the  U.S.  Entex  maintains  large  numbers  of  staff 
working  at  customer  worksites. 

Other  differences  between  the  U.S.  and  Europe 

Because  the  mobile  telecom  environment  is  more  standardized  and  more  advanced  in  Europe, 
wireless  LANs  are  more  widespread  in  Europe.  The  U.S.  market  is  3-5  years  behind  in  this 
respect. 

Fed  Data 

Overall,  respondent  believes  that  marketing  costs  at  Fed  Data  run  about  20%  of  the  total  cost 
of  doing  business,  which  includes  administrative  overhead,  HR  and  related,  direct  costs.  Yes, 
20%  is  high  now  due  to  various  unusual  circumstances.  He  would  expect  a normal  level  for 
such  costs  to  be  10-15%  in  the  federal  market  and  6-9%  in  the  commercial  market. 

The  primary  reason  by  sales  costs  are  lower  in  the  commercial  market  is  that  the  sales  cycle  is 
much  shorter. 

Getronics 

Respondent  did  not  believe  that  there  was  much  difference,  ultimately.  In  the  level  of  sales  and 
marketing  cost  levels  in  the  federal  and  commercial  markets.  But  there  is  a big  difference  in 
the  cost  of  marketing  a seat  management  contract  and  prospecting  for  new  business  on  a 
labor/materials  basis.  In  that  case,  vendors  participate,  in  essence,  in  a beauty  contest  with 
each  other.  The  process  for  awarding  GSA  seat  management  contracts  has  been  streamlined 
considerably.  They  can  now  be  completed  in  less  than  six  months,  while  other  types  of 
contracts  take  6-9  months — and  incur  higher  sales  costs.  Getronics  spends  an  average  of 
$200,000  in  sales  costs  for  each  seat  management  contract  that  it  wins. 

Decisions  may  come  more  quickly  in  the  commercial  market,  but  contract  implementation  can 
be  slower.  Obviously,  it  is  easy  to  identify  federal  agency  sales  targets.  This  is  a more  difficult 
and  costly  process  in  the  commercial  market. 

On  the  commercial  side,  it  is  usually  cost-effective  to  use  consultants. 

Importance  of  inside  contacts?  “We  had  NO  presence  at  all  at  Treasury,  but  we  succeeded  in 
winning  new  business  in  open  competition,  without  pre-existing  relationships.”  Respondent 
believes  that  this  is  exactly  the  experience  that  GSA  is  promoting. 

Independent 

Consultant 

On  this  point,  burdensome  Bid  and  Proposal  costs  (B&P)  can  contribute  to  undoing  a vendor's 
success.  This  process  is  generally  more  complex  in  the  federal  market.  It  is  easy  to  waste 
money  in  either  the  federal  or  the  commercial  market  if  you  don’t  target  your  efforts  carefully. 
You  should  always  be  asking  the  same  question:  where  can  1 add  value? 

Take  care  regarding  your  relations  with  outsourcing  consultants. 

Some  of  them  are  NOT  the  vendors’  friend.  They  are  making  it  harder  for  vendors  to  close 
deals  insofar  as  they  run  up  costs.  For  example,  a consultant  may  believe  that  it  both 
enhances  his  client  credibility  (and  fattens  his  fee)  if  he  summons  ten  vendors  instead  of  three 
to  present  bids.  Yet,  it  is  usually  more  realistic  to  ask  only  2-3  to  incur  the  expense  of 
preparing  and  presenting  bids  and  the  others  typically  waste  their  time  and  money.  Truth  be 
told,  there  is  a lot  of  self-deception  at  work  on  all  sides  of  the  equation,  customer,  consultant 
and  vendor. 

Litton/PRC 

The  commercial  market  has  higher  sales  and  marketing  costs.  As  noted  earlier,  it  will  cost 
substantial  amounts  of  money  to  achieve  name  recognition  initially  in  the  commercial  market. 
Note  that  many  sales  and  marketing  practices  that  are  standard  in  the  commercial  market  are 
prohibited  in  the  federal  market. 
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Lockheed 

Martin 

Most  outsourcing  transactions  make  provision  for  imbedded  sales  and  marketing  costs  along 
with  technical  costs.  In  respondent’s  opinion,  marketing  costs  are  lower  with  commercial 
outsourcing  deals  because  the  federal  procurement  process  can  be  quite  lengthy.  For 
example,  a $750  million  federal  market  deal  took  three  years  to  negotiate  and  cost  LM  millions 
in  expense.  In  contrast,  a commercial  deal  valued  at  $350  million  required  only  12  PowerPoint 
slides  to  close  the  sale. 

Kev  Doint:  vou  must  know  who  the  decision-makers  are. 

• IBS  wants  to  do  deals  that  are  big  enough  to  eliminate  smaller  competitors.  Above  $1 
billion,  there  are  only  a few  players. 

• IBS  doesn't  make  low-margin  contract  bids  in  the  hope  that  we  will  be  able  to  scrounge 
some  profit  out  of  the  deal  in  future  years.  This  is  simply  self-deceptive  thinking. 

Sales  and  Marketing 

Vendors  should  establish  good  contacts  with  the  principal  outsourcing  consultants,  including 
Transaction  Business  International  (TBI),  Transaction  Partners  International  (TPI),  Transition 
Partners,  KPMG,  the  Outsourcing  Institute,  and  the  Outsourcing  Exchange.  Also,  vendors 
should  participate  in  industry  conferences  and  events. 

Respondent  doesn’t  believe  that  vendors  in  the  commercial  IT  outsourcing  market  need 
hundreds  of  salesmen.  They  only  need  to  establish  contact  with  these  few  consultants 
mentioned  above.  Using  them  effectively  can  leverage  a vendor’s  business  from  zero  to  $1 
billion  in  4-5  years. 

Take  Exult  as  an  example.  It  went  from  zero  to  $3  billion  in  one  year— with  no  sales  force.  The 
company  focuses  on  large  BPO,  single  contracts  annually. 

Any  vendor  can  enter  the  commercial  market  quickly  and  make  a big  impact  by  using 
consultants.  No  need  to  establish  a geographically-oriented  sales  force. 

There  is  much  pricing  pressure  and  commoditization  of  services  in  the  IT  outsourcing  market. 
As  a result,  it  is  very  important  to  avoid  excessive  SG&A  spending — especially  because  these 
costs  don’t  rise  in  proportion  to  the  size  of  the  deal.  They  remain  the  same.  Ergo,  it  is  more 
cost-effective  to  target  larger  deals. 

Perot  Systems 

Currently,  Perot  Systems  does  not  compete  for  Federal  contracts.  This  should  provide  the 
strongest  answer  of  the  burden  in  pursuing  that  business. 

As  for  commercial,  we  are  selective  on  what  we  pursue  so  the  overall  cost,  while  expensive,  is 
not  over  burdensome. 

Raytheon  [#7] 

In  general,  marketing  and  sales  costs  will  be  higher  in  the  commercial  market.  Although 
individuals  are  re-trainable,  it  is  likely  that  a brand  new  sales  staff  would  be  required  by  an 
effort  to  break  into  the  commercial  market  from  a springboard  in  the  federal  sector.  Worth 
noting,  personal  contacts  are  critical  to  success  in  both  markets  and  salesmen  are  likely  to 
have  cultivated  these  contacts  over  a period  of  years  while  working  successfully  in  either  one 
or  the  other  of  these  markets. 

Marketing  and  selling  costs  generated  prior  to  presentation  of  a proposal  are  difficult  to 
contain.  Keeping  such  costs  to  a reasonable  level  is  especially  important  in  the  commercial 
market.  Their  costs  need  to  be  better  focused,  i.e.,  targeted  to  specific  industries  or  industry 
segments.  Vendors  need  to  give  careful  consideration  to  their  core  capabilities  and  show  that 
they  understand  the  needs  of  commercial  customers. 

SAIC  [#20] 

In  the  commercial  market,  a vendor  may  spend  more  as  a percentage  of  the  total  size  of  the 
contract.  In  the  federal  market,  vendor  marketing  costs  may  be  lower  as  a percentage  of 
(larger)  sized  contracts,  but  the  absolute  dollar  amounts  will  be  similar  to  costs  in  the 
commercial  market. 

While  the  cost  of  sales  is  higher  in  commercial  markets,  the  gross  profit  margin  is  also 
substantially  higher,  so  deals  in  that  market  can  bear  the  higher  sales  costs  without 
depressing  net  profits. 

USInternet- 
working  [#14] 

Finally,  while  there  are  potential  prospects  in  every  vertical  industry,  you  must  spend  your 
sales  and  marketing  budget  according  to  targets  and  priorities. 

Spending  in  too  many  directions  at  once  will  prove  unsuccessful.  Insofar  as  there  is  a 
tendency  to  “verticalize”  the  sales  and  marketing  staff,  it  is  best  to  let  this  happen  naturally  in 
the  course  of  doing  business,  rather  than  by  top-down  planning. 
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UNISYS  [#16] 

Some  Federal  bid/sales  expenses  are  much  lower  than  in  the  commercial  market. 

14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ; , ; 
ability  to  close  new  outsourcing  deals?  (Strategy?) 


ACS 

Government 
Solutions  Group 
[#8] 

No,  it  has  not 

Convergys 

This  issue  doesn’t  apply  to  Convergys  to  any  significant  extent.  While  the  company  can  do 
“co-sourcing”  whereby  it  takes  over  the  customer’s  existing  call  center — and  in  those  case 
could  transfer  customer  staff  to  the  vendor’s  payroll,  this  would  be  exceptional.  Most  company 
work  is  done  remotely  by  its  own  full-time  staff.  However,  Convergys  has  made  about  20 
successful  acquisitions  and  its  ability  to  absorb  acquired  staffs  comprised  an  important 
element  of  its  success  in  integrating  acquired  companies. 

CSC 

CSC  has  never  had  difficulty  in  absorbing  qualified  staff  acquired  through  outsourcing  deals.  In 
fact,  it  has  had  exceptional  success  in  this  area.  For  example,  in  the  case  of  the  Army 
Wholesale  Logistics  contract,  100%  of  target  staff  elected  to  transfer  to  CSC.  Over  the  years, 
CSC  has  absorbed  30,000  people  in  this  way,  many  of  whom  have  advanced  to  high-level 
positions  in  the  corporation. 

Protests — CSC  has  participated  in  very  few  federal  contract  protests.  As  a matter  of  policy,  the 
company  tries  to  avoid  protests.  As  an  exception,  CSC  did  protest  a Boeing  award  because 
management  believed  that  the  criteria  for  the  award  had  been  unclear.  A legal  decision  was 
needed  to  clarify  the  issue. 

Ability  to  absorb  new  staff  resulting  from  an  outsourcing  deal  has  never  been  an  issue  for 
CSC,  which  has  a very  high  rate  of  acceptance  of  employment  offers.  What  is  the  secret  to  the 
company’s  success  in  this  area?  CSC  has  always  made  an  effort  to  attract  and  retain  good 
people  and  there  has  always  been  a flow  of  staff  upward  through  the  organization.  New  hires 
know  in  advance  that  they  have  excellent  opportunities  for  advancement  at  CSC. 

Entex 

This  is  not  at  all  a problem  for  Entex.  The  company  tries  to  redeploy,  relocate  staff  at  the  end 
of  a contract  insofar  as  possible.  Those  that  cannot  be  relocated,  or  used  elsewhere,  are  let 
go.  Overall,  the  firm’s  retention  rate  is  very  good. 

Fed  Data 

So  far.  Fed  Data  has  had  no  problems  in  transferring  civil  servants  to  vendor’s  payroll.  Such 
transferred  staff  usually  needs  training,  particularly  in  company  techniques  and  processes. 

Litton/PRC  [#1] 

NO 

Raytheon  [#7] 

Generally,  there  are  few  problems  involved  with  absorbing  staff  through  an  outsourcing 
contract — particularly  because  staff  is  usually  guaranteed  no  more  than  two  yeas  of 
employment. 

At  that  point,  the  best  can  be  retained  and  promoted;  the  nonperformers  can  be  let  go.  In  truth, 
few  federal  IT  workers  feel  confident  in  their  ability  to  compete  successfully  in  the  commercial 
market.  Even  so,  parity  and  benefits  clauses  are  built  into  outsourcing  contracts  in  order  to 
assure  a high  transfer  rate. 

SAIC 

Difficulties  in  transferring  staff  as  part  of  an  outsourcing  deal  has  not  been  a problem  for 
SAIC — partly  because  it  avoids  commodity  data  center  contracts.  If  client  wants  to  effect  a 
staff  transfer  in  order  to  reduce  headcount,  HR  processes  and  procedures  become  very 
important.  However,  for  high-margin,  high  value-added  work,  staff  transfers  are  rarely  an 
issue. 

Overall,  SAIC  as  an  employee-owned  firm  has  little  turnover.  This  status  gives  it  a “positive 
discriminator”  in  the  market,  i.e.,  it  is  perceived  to  be  a highly  desirable  new  employer. 

15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 


Compaq 

We  are  open  depending  on  the  opportunity,  the  legal  constraints  of  the  client/labor  relationship 
and  the  geography. 

CSC 

CSC  has  some  experience  with  unions,  especially  in  Europe  and  in  the  public  sector.  CSC 
tries  to  “manage”  union  relationships  so  that  unionized  employees  remain  with  the  customer. 

Lockheed 

Martin 

IBS  does  have  some  experience  with  unions,  but  mainly  on  the  federal  side. 
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Perot  Systems 
[#22] 

There  is  no  specific  policy.  Each  contract  is  addressed  on  a case  by  case  basis. 

SAIC  [#20] 

They  will  remain  marginal  players  in  the  iT  industry  for  the  foreseeable  future. 

The 

Outsourcing 
Institute  [#2] 

On  the  issue  of  private  sector  unions,  respondent  advises  vendors  to  try  to  avoid  dealing  with 
unions.  They  couid  create  serious  and  probiematic  issues. 

UNISYS  [#16] 

Not  appiicabie. 

USInternet- 

working 

Because  USI  does  not  “threaten”  to  take  over  the  data  center,  it  keeps  a lower  profile  than  the 
SI  vendors  and  has  not  been  target  of  the  anti-outsourcing  groups. 

DoD?  No  business  there  for  USI  yet.  The  current  sales  staff  has  entirely  a civilian  orientation. 

16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 


What  would  you  need  to  do  to  become  ready? 

ACS 

Government 
Solutions  Group 
[#8] 

We  already  do  this  and  have  many  reference-able  clients. 

Perot  Systems 
[#22] 

We  are  prepared  to  bid  any  contract  we  choose  to  pursue  in  the  commercial  space. 

SAIC  [#20] 

We  are  actively  involved  in  both  commercial  and  federal  outsourcing. 

17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 


COMPAQ  [#18] 

They  are  considering  the  strategic  nature  of  outsourcing  ability  to  impact  business  results 
quickly. 

Lockheed 
Martin  [#4] 

In  the  federal  market,  established  procurement  processes  ievei  our  prices.  In  that  market,  if 
you  exceed  your  competitor’s  bid  by  5%,  you  are  out  of  the  game.  Price  is  important  and  high- 
priced  vendors  are  eliminated  early.  In  contrast,  while  pricing  is  important  in  the  commercial 
market,  the  environment  is  more  elastic,  assignments  and  processes  more  varied. 

In  the  1980s,  customers  used  outsourcing  mainly  to  achieve  cost-savings,  in  the  1990s, 
customers  are  outsourcing  because  they  iack  the  internal  IT  staff  required  to  meet  their  needs. 
Aiso,  they  give  much  more  priority  to  time-to-market  issues.  Timing  is  criticai  and  outsourcing 
is  seen  as  a shortcut  to  market. 

Perot  Systems 
[#22] 

Customers  are  not  looking  for  cost  reduction  as  the  primary  reason  to  outsource.  Service 
levels  and  value  to  the  business  units  are  what  they  are  focused  on  today.  This  should  be 
expected  since  most  are  evaiuated  based  on  customer  satisfaction  surveys. 

UNISYS  [#16] 

They  are  increasingly  motivated  by  the  IT  skills  shortage;  also,  corporate  downsizing  is  a 
critical  issue. 

18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues) 


influence  a decision  regarding  whether  to  outsource? 

COMPAQ  [#1 8] 

Company  size  cannot  be  iimited  universally  to  revenue,  this  criterion  is  sensitive  to  other  key 
factors  such  as  industry,  business  modei  and  services  or  goods  provided. 

Convergys 

Convergys  doesn’t  categorize  prospective  customers  according  to  revenue  size.  Rather  it 
looks  for  “emerging”  companies  that  appear  poised  for  rapid  growth — ^which  would  mean  rapid 
expansion  of  its  relationship  with  Convergys  as  well.  The  important  issues  are  customer’s 
financial  viability,  strategy  and  growth  potential. 

At  times,  Convergys  has  elected  on  its  own  NOT  to  continue  a client  relationship  because  it 
had  determined  there  was  no  real  profit  potential. 
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Lockheed 
Martin  [#4] 

Customer  size  by  revenue  is  an  important  marketing  criterion  because  it  bears  a direct  reiation 
to  the  size  of  the  outsourcing  deai  that  can  be  put  together,  i.e.,  customer  spending  is  linked  to 
revenue  by  a certain  percentage.  However,  as  indicated  above,  ALL  of  IBS’  outsourcing  deals 
were  won  through  relationships  with  consultants  (who  are  paid  $2,000  daily).  Note  in  particular 
the  success  of  The  Outsourcing  Institute  (OSI)  in  bringing  vendors  new  business. 

Also  worth  noting,  consultants  like  OSI  are  attempting  to  set  up  a new  electronic  marketplace 
that  will  match  outsourcing  customers  and  vendors. 

Perot  Systems 
[#22] 

Companies  of  any  size  can  benefit  from  an  outsourcing  relationship.  The  ability  to  select  a 
partner  you  can  trust  and  focus  on  core  competencies  offers  significant  value. 

UNISYS  [#16] 

Past  performance  should  be  more  important  than  company  size 

19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue 
of  control,  in  general,  and  control  of  proprietary  data  in  particuiar? 


COMPAQ  [#18] 

Control  of  proprietary  data  is  a trust  some  of  our  clients  place  with  us.  It  must  be  treated  as 
such. 

Fed  Data  [#17] 

Federal  agencies  are  very  aware  of  the  importance  of  secure  data  management,  but  seat 
management  outsourcing  tends  to  be  accepted  without  provoking  fears  of  loss  of  control.  This 
is  primarily  a problem  of  perception  (or  misperception).  For  example,  a remote  networking 
management  solution  doesn’t  necessarily  give  the  client  less  control — only  differerent,  i.e,  not 
on  site. 

Perot  Systems 

Customers  are  sensitive  to  the  areas  of  control  & IP  (Internet  Protocol).  Control  has  not  been  a 
sticking  point.  If  there  are  elements  in  the  outsource  that  include  proprietary  data,  ownership 
of  the  data  remains  the  clients  but  the  processes  we  put  in  place  to  manage  that  information 
remains  Perot’s  IP.  Clients  typically  do  not  have  an  issue  with  you  maintaining  the  IP  you 
bring  to  them,  it’s  the  IP  you  develop  with  them  that  can  become  a sensitive  area. 

UNISYS  [#16] 

In  the  federal  marketplace,  control  is  very  important  issue 

20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 


COMPAQ  I#1 8] 

It  depends  on  the  nature  of  the  business  arrangement.  Unbundled  services  are  typically 
provided  in  the  Govt.  Market  or  for  services  that  are  highly  competitive  and  basic  i.e.,  help 
desk  out-tasking,  etc. 

Perot  Systems 
[#22] 

Today  the  bulk  of  our  business  is  bundled  but  we  are  moving  towards  unbundled.  Our 
preference  is  to  manage  in  a bundle,  but  it  doesn’t  matter  what  we  want,  it’s  what  the  client 
wants  and  feels  comfortable  with  in  the  scope  of  a relationship. 
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Tabulation  of  Vendor  Interview  Survey  Responses  by  Respondent 


ACS 

Government 
Solutions  Group 
[#8] 


Background 

ACS  considers  itself  a “pure  play"  outsourcing  vendor  among  vendors  that  derive  virtually  ail  of 
their  revenues  from  IT  outsourcing.  Overall,  the  company’s  $2  billion  revenue  mix  is  two-thirds 
commercial,  one-third  public  sector,  which  includes  federal  (both  civilian  and  DOD)  as  well  as 
state  & local.  In  the  Government  Solutions  Group  alone,  revenues  are  split  between  IT 
solutions  ($300-400  million  annually),  ACS  Defense  ($100  million  annually)  and  Business 
Application  Systems  ($100-200  million  annually).  The  state  & local  government  division  does 
about  $600  million  annually:  another  $100  million  of  state  & local  business  is  done  outside  of 
the  Government  Solutions  Group. 

The  respondent  has  been  at  ACS  for  two  years.  Prior  to  that,  he  worked  at  Wang  and  was  part 
of  the  capture  team  that  won  the  ODIN  seat  management  contract.  Most  of  his  professional 
experience  is  on  the  DoD  side  of  the  market,  especially  in  electronic  warfare. 

Market  Orientation 


Within  the  federal  market,  ACS  targets  specific  agencies  as  their  best  sources  of  business 
growth,  ranked  according  to  the  best  match  between  ACS  areas  of  expertise  and  agency 
requirements.  Other  considerations  include: 

• Where  do  we  have  the  best  technical  solutions? 

• Where  can  we  find  a ‘level  playing  field”?  (In  some  agencies,  the  incumbent  is  so  well 
entrenched  that  it  is  virtually  impossible  to  win  new  contracts.) 

ACS  considers  itself  to  be  the  top  vendor  in  the  network  security  market  segment,  as 
evidenced  by  work  for  NASA.  Also,  ACS  considers  itself  to  be  the  biggest  factor  in  the  imaging 
market  where  it  does  $400  million  annually.  In  seat  management,  ACS  has  300,000  seats 
under  management. 

Market  Direction 

Is  your  business  moving  “upmarket”?  ACS  considers  itself  to  be  a “services  company,”  which 
means  that  it  wants  to  provide  bodies  and  sell  solutions.  It  wants  to  build  on  its  experience  with 
the  ODIN  contract.  GSA  seat  management  has  not  been  very  successful,  but  NASA’s  ODIN 
contract  was  structured  differently.  OAO  and  ACS  each  has  responsibility  for  multiple  NASA 
sites.  Typically,  seat  management  contracts  are  difficult  because  vendors  must  interact  with  a 
multiplicity  of  other  vendors,  as  well  as  with  civil  servants.  Respondent:  “Give  me  an  empty 
room,  and  would  love  to  do  seat  management.”  Better  are  contracts  where  seat  management 
is  included  along  with  networking  and  application  services. 

The  ACS  Government  Solutions  Group  works  closely  with  its  counterparts  in  commercial 
sales.  Staff  meets  regularly,  compares  notes.  Some  prospects  are  marketed  jointly  and  there 
has  been  much  benefit  from  this  close  cooperation.  The  commercial  culture  provides  depth  of 
knowledge  in  the  area  of  “best  practices.”  The  federal  market  culture  provides  excellent  depth 
of  project  management  skills,  technical  discipline  and  rigor  of  methodology. 

In  a few  cases,  commercial  clients  have  been  brought  to  see  what  is  being  done  in  the  federal 
market.  They  have  been  so  impressed  that  commercial  deals  were  closed  in  the  offices  of  the 
Government  Solutions  Group. 

Barriers  to  Entry 

Some  barriers  to  entry  on  the  federal  side  include  the  following: 

• A vendor  must  be  an  incumbent  at  an  agency  in  order  to  get  a foot  in  the  door. 

• You  need  to  have  established  personal  relationships — and  you  can’t  walk  the  hallways  to 
introduce  yourself  in  secure  environments.  Access  is  a major  issue. 

• The  government  doesn’t  really  want  full  competition,  which  makes  it  difficult  for  a new 
vendor  to  break  in.  Because  the  federal  procurement  process  is  so  onerous,  despite 
recent  efforts  to  streamline,  there  is  an  increasing  tendency  to  make  new  awards  to 
incumbents  as  an  expediency.  Consequently,  it  can  be  very  difficult  to  unseat  an 
incumbent. 

Some  barriers  to  entry  on  the  commercial  side  include: 
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• Marketing  must  be  undertaken  in  a totally  different  way,  cost  are  higher. 

• You  need  new  people  for  commercial  work,  or  you  must  undertake  a long,  difficult  re- 
training effort. 

• For  ACS,  the  best  way  to  enter  a new  market  is  to  acquire  an  existing  company  with  a 
good  reputation  and  on-going  business.  This  can  provide  a platform  for  further  expansion. 

How  important  is  cost,  or  avaiiability  of  capitai? 

While  ACS  doesn’t  have  anything  like  the  deep  pockets  of  Litton,  nonetheless,  finding 
“proposal  money”  has  never  been  a barrier  to  seeking  new  business.  (Litton  could  afford  to 
spend  $10  million  to  cover  proposal  and  bid  preparation  costs;  at  ACS  such  an  amount  would 
be  considered  astronomical.) 

Capital  isn’t  typically  required  for  asset  acquisition  connected  with  outsourcing  deals.  ACS 
prefers  to  team  with  leasing  companies  that  provide  whatever  financing  is  required.  Overall,  IT 
outsourcing  (bodies  + assets)  requires  more  capital  than  DoD  contracts. 

Changes  underway  in  the  outsourcing  market? 

• Recent  changes  in  the  federal  procurement/contracting  system  have  made  it  much  harder 
for  vendors  to  win  business  away  from  incumbents.  These  changes  function  as  an 
incentive  to  obviate  the  burdensome  paperwork  required  to  evaluate  new  bids  by  simply 
renewing  contracts  with  incumbents. 

• Aggregation  of  discrete  types  of  work  into  ever-larger  megacontracts  makes  it  increasingly 
more  difficult  for  small  and  medium-sized  vendors  to  win  awards. 

• As  a result,  they  are  obligated  to  win  subcontracts  from  primes  that  are  reluctant  to  give 
up  shares  of  their  business,  unless  absolutely  necessary.  Smaller  vendors  are  unable  to 
bid  directly  for  these  large  contracts,  which  is  fueling  the  drive  toward  partnering 
(sometimes  reluctantly). 

• Despite  all  the  publicity  to  the  contrary,  the  government  does  not  seem  to  be  enforcing 
set-asides  to  small  business— which  is  facing  tough  times  in  the  federal  market  for  the 
reasons  noted  above. 

• Because  Wall  Street  determines  what  a company’s  stock  is  worth,  ACS — like  other 
vendors — has  been  obligated  to  re-invent  itself  as  an  “e-company.”  This  has  had  a big 
effect  on  the  federal  market,  but  now  appears  to  be  losing  steam. 

Levels  of  profitability 

From  the  point  of  view  of  ACS,  “pure  outsourcing”  means  providing  people  (bodies).  This  is 
generally  less  profitable  than  “impure  outsourcing,”  consisting  of  people  plus  high  value-added 
networking,  application  or  other  consulting  services.  “Profitability”  is  difficult  to  measure 
because  easy  assumptions  don’t  always  apply. 

For  example,  while  teaming  with  a prime  on  a contract  is  generally  perceived  to  be  lower- 
margin  for  the  subs,  ACS  factors  in  the  much  lower  cost  of  preparing  proposals  and  bidding 
directly.  Also,  subbing  generally  leads  to  a pipeline  of  additional  business,  so  it  is  usually 
worthwhile  to  participate  as  a means  of  getting  a vendor’s  foot  in  the  door  to  places  that  would 
be  otherwise  inaccessible.  Therefore,  while  seat  management  and  desktop  service  contracts 
may  not  appear  attractive  in  themselves,  they  can  serve  as  conduits  to  other,  more  attractive 
business. 

Beyond  that,  respondent  believes  strongly  that  the  critical  key  to  profitability  is  not  the  size  of 
the  margin  associated  with  a given  contract,  but  the  way  in  which  the  contract  is  managed  and 
strategized,  i.e.,  how  this  contract/business  fits  into  a comprehensive  sales/marketing  plan. 

How  burdensome  are  sales  and  marketing  costs? 

Compared  to  the  3,000-4,000  people  in  the  IT  Technical  Solutions  part  of  the  Government 
Solutions  Group,  the  business  development  staff  totals  only  about  15,  plus  another  12  that 
works  on  proposal  preparation. 

Sales  and  marketing  costs  are  higher  in  the  commercial  market  for  many  reasons,  including 
higher  levels  of  compensation.  For  example,  while  a salesman  in  the  federal  market  may  earn 
a salary  of  $80-120,000,  on  the  commercial  side  salaries  range  from  $0-80,000. 

Why  zero?  Commercial  salesman  can  forego  salary  in  favor  of  a percentage  of  the  size  of  the 
total  deal  (typically  2%).  As  a result,  they  can  earn  several  hundred  thousand  dollars. 
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Applicast  [#9] 


Background 

Menlo  Park-Califomia-based  Applicast  is  an  Application  Service  Provider  that  specializes  in 
serving  the  midmarket,  high-tech  industry  (“the  premier,  total-solution  [ASP]  for  aggressive- 
growth  companies”).  Recently,  it  merged  with  Englewood,  Colorado-based  Agilera  (“the  first 
ASP  to  offer  a combination  of  hosted  solutions  and  value-added  services”). 

Applicast  defines  “midmarkef  loosely  as  comprising  companies  with  $0-1  billion  in  revenues. 

In  a crowded  field,  Applicast  differentiates  itself  from  its  competitors  by  eschewing  “legacy 
baggage,”  i.e.,  the  high  overhead  resulting  from  established  infrastructure,  staff  consultants, 
etc.  It  was  formed  as  a new  organization  specifically  to  serve  the  new  ASP  market.  One  key 
element  of  success  has  been  to  partner  effectively  with  complementary  companies. 

Respondent  has  a background  in  IT  management  and  systems  integration  for  the  midmarket. 
Applicast  wants  to  replace  the  customer’s  “back  office”  by  offering  required  functionality  on  a 
service  basis. 

Market  Orientation 

To  date,  Applicast  does  no  business  in  the  federal  market. 

Management  considers  the  public  sector  (including  federal)  market  unattractive  because  of 
excessive  bureaucracy  and  the  slow  pace  of  change.  Applicast  wants  to  work  with  customers 
that  are  ready  to  transform  themselves,  and  quickly.  Applicast  management  perceives  the 
public  market  as  lacking  in  opportunity  to  achieve  innovative  implementations  in  a short 
timeframe.  Conversely,  It  is  seeking  to  build  a client  base  among  fast-growing,  innovative 
commercial  companies.  It  would  rather  expand  Into  complementary  vertical  industries. 

For  this,  success  hinges  on  the  ability  to  understand  a customer’s  industry-specific 
requirements.  It  is  not  enough  to  propose  generic,  or  standardized,  horizontal  software 
applications  (such  as  plain-Vanilla  PeopleSoft).  Applicast  sees  the  most  profit  and  the  best 
growth  prospects  in  “upmarket”  solutions  that  fall  within  the  category  of  Business  Process 
Management  (BPO). 

Applicast  has  no  proprietary  software,  but  does  have  proprietary,  industry-specific  packages  or 
templates  that  consist  of  pre-configured,  complementary  software  applications.  It  is  critically 
important  to  “speak  the  customer’s  language.”  Applicast  is  not  a BPO  vendor,  but  believes  that 
it  has  a BPO  focus,  or  orientation. 

Barriers  to  Entry 

The  most  important  barriers  to  entry  in  to  a new  vertical  market  are: 

• Capital 

• Time 

• People 

• Effective  organization 

The  last  point  is  very  important.  Vendors  need  to  be  able  to  mobilize  a coordinated,  team  effort 
in  order  to  break  into  a new  market  successfully.  All  of  the  elements  noted  above  must  be 
organized  to  optimal  effectiveness  according  to  the  demands  of  the  new  market.  These 
include  “subject”  expertise  in  the  new  industry,  technical  and  application  expertise,  and  skilled 
support  staff. 

Availability  of  Capital 

With  Agilera,  Applicast  now  has  a partner  with  deep  pockets  and,  as  a result,  suffers  no  capital 
availability  constraints.  This  is  important  because  the  capital  market  virtually  shut  down  last 
year  for  the  ASP  segment.  Overall,  availability  of  capital  is  very  important  because,  more  than 
anything  perhaps,  ASP  customers  want  scalability  (and  vendors  want  economies  of  scale). 
Insufficient  capital  to  scale  up  in  order  to  meet  customer  demand  would/could  result  in  lost 
business. 

ASP  outsourcers  require  large  amounts  of  capital  for  upfront  investments  required  by  new 
contracts.  Typically,  Applicast  expects  breakeven  after  2-3  quarters  on  a 3-5  year  contract. 

How  to  Enter  a New  Market 

One  way  to  enter  a new  market  successfully  is  to  provide  charter,  core  customers  with  an 
incentive  (cash  rebates  and  discounts?)  in  exchange  for  serving  as  reference  customers. 

Changes  Underway  in  the  Outsourcing  Market 
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“There  is  a Darwinian  process  underway”  whereby  companies  abie  to  get  the  money  required 
to  build  and  scale,  or  partner  intelligently,  will  survive.  Those  that  cannot  do  this  will  suffer  from 
the  upcoming  industry  consolidation  that  will  occur.  So  far,  there  have  been  no  major,  high- 
profile  business  disasters  resulting  from  failure  of  an  ASP — but  one  is  sure  to  occur,  over  time, 
with  very  negative  consequences  for  customer  perceptions  of  all  ASP  vendors. 

Which  types  of  outsourcing  can  you  do  most  profitably? 

The  value  chain  looks  like  this: 

• BPO  at  the  top  as  the  highest,  value-added  level  of  outsourcing  business. 

• Next  come  the  “tools”  providers,  like  Applicast,  that  permit  customers  to  offload  much,  if 
not  all,  of  their  specific,  burdensome  business  functions. 

• The  providers  of  generic,  horizontal  (non-industry  specific)  software  applications  rank  next 
to  last.  These  low  value-added  services  include  e-mail,  standardized  HR  or  accounting 
functions  and  services. 

• At  the  bottom  are  Managed  Service  Providers  (MSP)  that  serve  only  as  performance. 

ASPs  must  provide  dependable,  utility-like  service  against  carefully  crafted  SLA.  The  ASP 
model  differs  fundamentally  from  that  of  ordinary  IT  outsourcing  because  the  ASP  is  held 
accountable  on  a monthly  basis.  It  has  become  an  industry-standard  practice  that  a 
dissatisfied  customer  can  withhold  his  monthly  payment.  This  doesn’t  happen  with  traditional 
SI  or  IT  outsourcing. 

COMPAQ  [#18] 

Background 

Respondent  has  primary  responsibility  for  development  of  the  outsourcing  offerings  for 
Compaq  Global  Services.  He  has  20  years  in  the  business  selling,  delivering  and  building 
different  approaches 

Compaq  Global  Services  has  been  providing  outsourcing  services  since  the  late  1980s. 

From  an  outsourcing  perspective,  very  little  of  Compaq’s  business  is  in  the  U.S.  Federal 
Best  Growth  Potential  For  IT  Outsourcing 
Telecom,  Financial,  Mfg,  and  Retail/Distribution 

Is  your  business  moving  “upmarket”  toward  entire  business  processes  or 
“downmarket”  toward  more  commodity  transaction  processing? 

We  are  moving  upmarket  to  become  a virtual  support  function  to  the  CIO. 

How  would  you  categorize  the  most  important  barrier  to  entering  a new  market, 
financial?  Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 

Developing  and  delivering  a creditable  value  proposition  that  the  clients  in  the  new  market  will 
buy. 

To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new 
outsourcing  business? 

These  factors  are  minimal  constraints  if  the  outsourcer  has  both  the  delivery  infrastructure  and 
resources  to  leverage. 

What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

The  role  of  the  CIO  and  technology  as  it  relates  to  business  success  or  failure  has  increased 
in  importance.  As  a result  the  need  to  buy  sourcing  solutions  based  on  results  is  becoming 
the  norm. 

Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 

• Full  IT  and  Process  Outsourcing  - ability  and  expertise  to  manage  to  the  clients  desired 
business  results. 

• “Next  Generation  Mgmt”  Infrastructure  - ability  to  manage  the  risk  of  transition  to  the 
clients  desired  state. 

• eWorkplace  (asset  mgmt)  - the  management  of  all  change,  moves,  adds  around  network 
access  devices  such  as:  desktop,  PDA,  messaging  and  enterprise  help  desk  support. 

REASON:  exoertise.  orocess  and  methodolooies  that  can  orovide  the  desired  consistent  office 
environment  required  by  the  client  to  perform  their  business  offerings  is  situated  in  a highly 
competitive  market.  (4)  Customer  Care  (Enterprise  Help  Desk) 

CYNDC1 


© 2001  by  INPUT.  Reproduction  Prohibited. 


162 


A Special  Analysis  of  the  U.S.  Commercial  IT  Outsourcing  Market 


INPUT 


REASON:  specific  helpdesk  support  flevel  1 ) is  focused  usually  on  cost  reduction  for  the 
client.  The  market  is  a highly  competitive  market  when  the  offering  is  transitioned  to  an 
enterprise  approach  integrating  requirements  for  multi-language,  application  and  international 
support  the  value  to  both  the  client  and  the  sourcer  increase.  (5)  Private  Storage  Utility  and 
Business  Continuity. 

REASON:  This  offerina  provides  the  intearated  support  of  both  product  and  services  to  secure 
the  valuable  information  of  our  clients. 

In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
information  technology  sourcing. 

What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 

Compaq  has  disciplined  approaches  to  pricing. 

Do  you  have  a dynamic  modei  for  estimating  totai  contract  profitability  as  changes  are 
made  over  time? 

Yes 

How  burdensome  are  the  overaii  saies  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federai  vs  commerciai?) 

Minimal 

Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  abiiity  to  ciose  new 
outsourcing  deais?  (Strategy?) 

No  it  has  not 

What  is  your  poiicy  toward  deaiing  with  unions?  (How  important?) 

We  are  open  depending  on  the  opportunity,  the  legal  constraints  of  the  client/labor  relationship 
and  the  geography. 

How  ready  is  your  organization  to  bid  on  contracts  in  the  federai  (or  commerciai) 
market?  What  wouid  you  need  to  do  to  become  ready? 

We  already  do  this  and  have  many  reference-able  clients. 

What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 

They  are  considering  the  strategic  nature  of  its  ability  to  impact  business  results  quickly. 

To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Company  size  cannot  be  limited  universally  to  revenue,  this  criterion  is  sensitive  to  other  key 
factors  such  as  industry,  business  model  and  services  or  goods  provided. 

In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in 
general,  and  control  of  proprietary  data  in  particular? 

Control  of  proprietary  data  is  a trust  some  of  our  clients  place  with  us.  It  must  be  treated  as 
such. 

Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference? 
trend?) 

It  depends  on  the  nature  of  the  business  arrangement.  Unbundled  services  are  typically 
provided  in  the  Govt.  Market  or  for  services  that  are  highly  competitive  and  basic  i.e.,  help 
desk  out-tasking,  etc. 

Convergys  [#19] 

Respondent  is  VP  for  marketing  strategy  and  has  responsibilities  for  both  planning  and 
implementation  of  saies  globally.  Also,  he  has  done  corporate  planning  with  a focus  on 
strategy.  He  joined  Convergys  in  1991  prior  to  its  spin-off  from  Cincinnati  Bell.  (Convergys  was 
formed  from  the  CIBIS  and  Matrix  units  of  Cincinnati  Bell,  which  were  the  IT  operations  and 
marketing  units.) 

Initially,  Respondent  was  co-located  in  Fairfax,  Virginia,  with  CIBIS'  federal  market  unit.  This 
assignment  lasted  three  years,  after  which  Cincinnati  Bell  decided  to  leave  the  federal  market 
and  concentrate  on  its  present  areas  of  expertise:  billing,  call  center  and  customer  care 
solutions  for  the  telecom  (mainly  wireless),  technology  and  financial  services  markets. 
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Company  Background 

Presently,  Convergys  is  divided  into  two  divisions,  Information  Management  Group  (IMG)  and 
Customer  Management  Group  (CMG).  The  IMG  division  represents  about  60%  of  revenues, 
derived  primarily  from  customers  in  the  wireless  telecom  industry.  Overall,  Convergys  believes 
that  it  is  the  dominant  U.S.,  if  not  global,  vendor  of  comprehensive  customer  care  and  billing 
solutions  for  the  telecom  industry.  It  also  serves  the  “technology”  industry,  which  it  defines  to 
include  ISP  and  related  computer  HW  vendors.  In  financial  services,  it  serves  banks  and  other 
institutions  primarily  in  connection  with  the  telecom  industry  and  call  center  operations. 
Convergys  also  has  a large  share  of  cable  and  broadband  provider  billing  operations. 

Company  does  business  in  Europe  and  Latin  America  and  is  now  in  the  process  of  setting  up 
several  offshore  IT  centers  (including  in  Israel)  from  which  it  will  serve  global  clients.  A Latin 
American  center  is  being  set  up  with  a Brazilian  partner  on  a Build  Operate  Transfer  (BOT) 
model  whereby  Convergys  will  operate  the  center  initially,  but  ownership  will  revert  over  time 
to  the  local  partner. 

Currently,  Convergys  does  not  do  business  at  all  in  the  U.S.  federal  market. 

In  the  1980s,  CIBIS  [predecessor  to  Convergys]  made  acquisitions  in  order  to  enter  the  federal 
market,  especially  in  the  facilities  management  segment.  By  the  1993-94  period,  management 
decided  to  divest  all  federal  market  operations  in  order  to  focus  entirely  on  providing  billing  and 
call  center  services  to  commercial  customers.  Currently,  the  company  is  divided  into  two 
divisions,  IMB  = Information  Management  Group  [formerly  CIBIS];  and  CMG  = Customer 
Management  Group  [formerly  MATRIX].  These  had  been  part  of  Cincinnati  Bell  prior  to  the 
Convergys  spin-off. 

Convergys  offers  both  products  and  services.  These  can  be  bundled  into  large, 
comprehensive  outsourcing  contracts.  Alternatively,  customers  can  purchase  specific  business 
solutions  that  they  implement  themselves.  Convergys  has  little  proprietary.  Rather,  it  markets 
value-added,  proprietary  packages  of  third-party  software  that  has  been  “pre-integrated”  to 
work  together.  This  proprietary  architecture  is  important  because  of  the  growing  complexity  in 
the  telecom  market  of  the  “rating  of  events”  problem.  This  refers  to  the  difficulty  of  assembling 
disparate  kinds  of  transaction  data  from  around  the  world,  applying  the  correct  billing  and  rate 
information  in  order  to  assure  high  level  of  customer  service  to  client's  customers. 

Growth  Markets 

As  indicated  earlier.  Respondent  views  the  telecom,  technology  and  financial  services 
industries  as  the  company’s  best  growth  prospects.  Fully  80%  of  revenues  are  derived  from 
the  telecom  sector.  In  the  technology  sector,  customers  include  ISP,  broadband  providers,  Dell 
and  other  IT  hardware  vendors.  In  financial  services,  the  company  works  with  banks  primarily 
by  providing  call  center  services.  It  does  no  network  or  data  center  management. 

Outlook  for  Outsourcing 

Respondent  believes  that  the  market  for  the  kind  of  “end-to-end”  solutions  that  Convergys 
offers  is  growing  rapidly.  Demand  for  customer  service  and  billing  solutions  will  only  increase. 
Worth  noting,  Convergys  also  offers  the  third  component  of  the  billing/CRM-call  center  triad: 
CRM  analytics,  or  knowledge  management  that  converts  the  billing  and  transaction 
information  into  useful  marketing  data  for  customers. 

Cost  and  Availability  of  Capital 

To  date,  this  has  not  been  a problem.  In  general,  Convergys  does  NOT  want  to  take  over 
customer  HW  assets,  but  could  use  leasing  as  an  alternative.  Clearly,  having  excess  capacity 
in  your  data  centers  is  an  asset.  For  that  reason,  company  feels  itself  at  a disadvantage  in 
Europe  where  it  does  not,  as  yet,  have  its  own  data  center  facility.  As  a temporary  remedy,  it 
has  entered  into  partnering  arrangements.  For  this,  the  larger  you  are,  the  more  clout  you 
have.  Company  could  use  the  BOT  model  outside  of  the  U.S.  to  mitigate  risk  to  invested 
capital. 

At  least  80%  of  company  outsourcing  work  is  done  remotely  at  present  (at  facilities  owned  by 
Convergys);  20%  is  done  on  the  customer’s  premises. 

Important  Changes  in  the  Outsourcing  Market 

The  ASP  model  is  “outsourcing  light.”  Expect  sharp  consolidation  in  this  segment  of 
outsourcing.  Also,  expect  increasing  demand  for,  and  use  of  offshore  outsourcing  facilities. 
Convergys  is  moving  in  this  direction  and  will  likely  announce  such  a facility  soon.  It  already 
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has  a data  center  in  Canada. 

The  role  of  consultants  to  expedite  outsourcing  deals  will  increase.  Convergys  has  had 
relationships  with  them  in  the  past.  They  can  provide  critical  help  when  a vendor  moves  into  a 
new  market. 

Most  Profitable  Kinds  of  Outsourcing 

Most  profitable  - Billing  solutions  due  to  high  transaction  volume;  next  call  centers.  Company 
prefers  longer-term  contracts  (5  years  +)  in  order  to  maximize  profit. 

Barriers  to  Entry 

Convergys  doesn’t  believe  there  is  a place  for  it  in  the  federal  market  because  it  specializes  in 
mission-critical  applications.  Its  customers  prefer  its  solutions  because  they  are  field-tested. 
Respondent  doesn’t  believe  that  the  kind  of  work  that  the  company  does  has  a wide 
application  in  the  federal  market,  except  perhaps  at  the  IRS.  In  his  view,  “the  federal  market  is 
a world  unto  itself." 

He  believes  that  sales  staffs  need  to  be  different  (it  is  more  difficult  to  send  federal  salesmen 
Into  the  commercial  market).  All  parts  of  the  organization,  including  technical,  sales  and  office 
staffs  need  to  adapt  to  the  characteristics  of  each  market — ^which  differ  significantly. 

Process  Used  to  Compute  Costs 

Company  uses  a standard  price  book  that  includes  Total  Cost  of  Ownership  models  (TCO). 
These  will  vary  depending  on  the  billing  platform  used.  Convergys  tries  to  create  a strategic 
partnership  with  customer:  “We  try  to  help  the  customer  understand  his  TCO — then  we  show 
how  costs  can  be  cut.” 

Model  Used  to  Estimate  Profitability 

Beyond  revenues  from  outsourcing,  Convergys  typically  derives  20-30%  of  total  revenues  from 
provision  of  Professional  Services  in  the  IMG  division.  This  is  usually  for  some  kind  of  system 
integration  work.  Company  is  often  hired  to  build  this  component  into  its  original  project 
management  plans  and  contract  provisions. 

This  comment  was  made  in  the  context  of  asking  if  the  company  had  ever  low-balled  a 
contract  proposal  for  little  or  no  profit  In  order  to  get  a foot  in  the  customer’s  door.  Respondent 
denied  this  (they  all  do),  but  admitted  that,  at  times,  it  could  shave  the  outsourcing  contract 
profit  margin  if  the  SI  professional  services  component  were  large  enough. 

Convergys  tries  to  extend  contract  durations  well  before  their  expiration  in  order  to  reinforce 
client  relationships. 

How  Burdensome  are  Sales  and  Marketing  Costs? 

Respondent  believes  that  company’s  sales  costs  are  relatively  low,  at  5%  of  total  contract 
value — or  less.  He  believes  that  they  could  be  even  lower  in  the  federal  market.  He 
commented  that  he  thought  there  were  higher  contract  capture  costs  in  the  federal  market, 
along  with  a higher  level  of  “hassles.” 

He  expects  the  company’s  sales  and  marketing  costs  to  RISE,  albeit  not  so  high  as  the 
average  for  software  vendors  (10-15%  of  sales  revenues). 

Problematic  Staff  Transfers 

This  issue  doesn’t  apply  to  Convergys  to  any  significant  extent.  While  the  company  can  do 
“co-sourcing”  whereby  it  takes  over  the  customer’s  existing  call  center — and  in  those  case 
could  transfer  customer  staff  to  the  vendor’s  payroll,  this  would  be  exceptional.  Most  company 
work  is  done  remotely  by  its  own  full-time  staff.  However,  Convergys  has  made  about  20 
successful  acquisitions  and  its  ability  to  absorb  acquired  staffs  comprised  an  important 
element  of  its  success  in  integrating  acquired  companies. 

Relevance  of  Customer  Revenue  Size 

Convergys  doesn’t  categorize  prospective  customers  according  to  revenue  size.  Rather  it 
looks  for  “emerging”  companies  that  appear  poised  for  rapid  growth — ^which  would  mean  rapid 
expansion  of  its  relationship  with  Convergys  as  well.  The  important  issues  are  customer’s 
financial  viability,  strategy  and  growth  potential. 

At  times,  Convergys  has  elected  on  its  own  NOT  to  continue  a client  relationship  because  it 
had  determined  there  was  no  real  profit  potential. 

CSC  (1)  [#3] 

Respondent  has  a high-level  position  in  CSC’s  federal  group,  with  responsibility  for  both 
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civilian  and  DoD  business. 

Background 

Federal  market  work  comprises  about  25%  of  CSC’s  total  revenues.  This  has  declined  at 
times  to  23%,  but  the  target  remains  25%.  Another  3-5%  of  total  revenues  derives  from  work 
in  the  state  and  local  levels  of  the  public  sector.  Fifteen  years  ago,  federal  business  comprised 
70%  of  CSC’s  total  revenues,  including  outsourcing  and  facilities  management.  Overall, 
outsourcing  comprises  38%. 

Historically,  CSC  leveraged  its  work  for  General  Dynamics  to  enter  the  federal  market.  The 
key  to  success  in  this  market  has  been  strong  program  management  skills,  good  software 
development  capability,  and  skill  in  dealing  with  complex  systems  and  security  environments. 
Another  key  to  success;  thorough  knowledge  of  agencies  and  customer  needs. 

Transferable  Skills 

How  many  of  these  skills  are  transferable  to  the  commercial  market?  Best  transferable  areas 
of  expertise  are; 

Rigor  in  program  management 
Ability  to  deal  with  complex  issues 

Ability  to  apply  the  Carnegie  Mellon  model  for  performance  achievement 

Example;  CSC’s  successes  in  the  federal  market  were  critical  to  DuPont’s  decision  to  award 
CSC  a large  outsourcing  contract  in  the  commercial  market. 

CSC’s  ability  to  penetrate  the  commercial  market  depended,  in  many  cases,  on  similar 
situations  where  prospects  were  “seeded"  with  stories  of  what  the  company  had  achieved  in 
the  federal  market.  This  proves  as  well  the  extent  to  which  skills  and  processes  are 
transferable  between  federal  and  commercial  markets. 

Most  important  of  these  is  the  rigor  of  project  management  in  the  federal  market.  The  ability 
required  there  to  deal  with  complex  issues,  regulatory  environment,  etc.  fosters  a process 
discipline  that  is  very  transferable  to  the  commercial  market. 

Direction  of  Outsourcing  Market 

Clearly,  customers  want  increasingly  comprehensive  outsourcing  contracts  (for  example,  the 
LOGMA  army  contract).  The  first  federal  outsourcing  contracts  involved  the  transfer  of  civil 
servants  and  covered  rudimentary  transaction  processing  tasks.  These  contracts  were 
followed  with  more  complex  ones  involving  enterprise  architectures  and  supply  chain 
management. 

Market  Barriers 

The  most  significant  barrier  to  entering  any  new  market  is  the  lack  of  established  trust  between 
customers  and  vendors.  Trust  is  very  important.  Even  in  the  federal  market,  understanding  the 
real  mission  of  many  agencies  is  not  easy,  yet  in  every  case  the  vendor  must  demonstrate  a 
deep  understanding  of  the  client’s  business  in  order  to  offer  a better  value  proposition. 

In  particular,  our  mastery  of  Carnegie  Mellon  software  development  metrics  puts  us  in  a select 
category  of  vendors  that  are  attractive  to  new  customers  based  on  objectively  demonstrated 
expertise.  This  expertise  has  been  used  on  numerous,  demanding  outsourcing  contracts,  such 
for  Aegis,  air  traffic  control  and  NASA. 

Also  worth  noting,  we  have  47  years  of  experience  in  program  management,  including 
provision  of  on-going  training.  (We  do  training  in-house  even  though  we  recruit  externally.) 

Availability  of  Capital 

As  a public  company,  CSC  must  provide  its  shareholders  with  a meaningful  risk-weighted 
return.  Therefore,  it  must  balance  business  risks.  Broad  experience  lets  us  gauge  risk  with 
accuracy.  We  have  an  in-house  system  model  for  program  management  that  includes 
computation  of  costs  and  profits. 

Changes  in  the  Market 

Overall,  customers  are  driven  by  the  value  potential  of  IT  outsourcing.  Also,  they  are  trying  to 
cope  with  technological  change.  They  don’t  know  how  to  do  it  and  they  are  admitting  with 
increasing  frequency  that  they  need  help  in  identifying  the  best  solutions  to  their  business 
problems. 

The  federal  retirement  situation  is  a “bombshell."  We  see  federal  employee  unions  as 
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important  allies  (ex.  IRS). 

Sole-sourcing?  If  you  become  a real  “solutions  provider,”  then  you  become  a natural 
contender  for  sole-sourced  contracts.  Much  work  is  done  in  the  federal  market  under  task 
orders,  and  these  are  not  necessarily  competitive  (ex.  the  contract  that  LISPS  awarded 
recently  to  Federal  Express  on  a sole-sourced  basis). 

The  new  Republican  administration  may  allocate  higher  budgets  to  the  DoD,  but  eventually 
“reality  will  set  in”  and  the  government  will  be  obligated  to  move  increasingly  toward 
privatization  of  functions  that  are  currently  performed  by  civil  servants  and/or  military 
personnel. 

Areas  of  Expertise 

In  the  federal  market,  CSC  considers  application  management  an  important  strength.  In  the 
commercial  market,  application  management  is  typically  bundled  with  a variety  of  other 
services  in  the  commercial  market. 

During  the  last  three  years,  CSC  was  well  positioned  to  leverage  commercially  tested  solutions 
to  federal  clients — as  evidenced  by  wins  at  IRS  and  the  Army  logistics  contracts.  Also, 
experience  with  delivering  on  SLAs  is  critical;  vendors  in  the  federal  market  must  be 
comfortable  with  performance-based  contracting.  This  is  also  a great  advantage  in  the 
commercial  market. 

Beyond  that,  CSC  has  20  years  of  experience  and  demonstrated  success  delivering  on 
contracts  for  the  operation  of  military  bases — despite  the  political  power  of  unions. 

Sales  & Marketing  Costs 

Many  task  orders  include  a host  of  smaller  deals  that  can  be  bid  at  little  cost. 

Staff  Transfers 

CSC  has  never  had  difficulty  in  absorbing  qualified  staff  acquired  through  outsourcing  deals.  In 
fact,  it  has  had  exceptional  success  in  this  area.  For  example,  in  the  case  of  the  Army 
Wholesale  Logistics  contract,  1 00%  of  target  staff  elected  to  transfer  to  CSC.  Over  the  years, 
CSC  has  absorbed  30,000  people  in  this  way,  many  of  whom  have  advanced  to  high-level 
positions  in  the  corporation. 

Protests — CSC  has  participated  in  very  few  federal  contract  protests.  As  a matter  of  policy,  the 
company  tries  to  avoid  protests.  As  an  exception,  CSC  did  protest  a Boeing  award  because 
management  believed  that  the  criteria  for  the  award  had  been  unclear.  A legal  decision  was 
needed  to  clarify  the  issue. 

CSC  (2)  [#5] 

Background 

Respondent  represents  the  “capture”  side  of  CSC’s  commercial  outsourcing  business.  The 
vendor  has  centralized  all  contract  capture  activities  in  one  place — including  some  federal 
outsourcing.  CSC  tries  to  bring  its  vertical  industry  expertise  to  bear  on  the  capture  process, 
including  in  particular  the  federal,  health  care  and  financial  services  markets. 

Best  Outsourcing  Opportunities 

CSC  sees  the  best  opportunities  for  growth  in  its  commercial  IT  outsourcing  business  in 
financial  services  (banking  and  insurance),  manufacturing  (esp.  electrical)  and  other 
industries. 

Since  mid-1998,  the  company  has  done  relatively  little  work  in  accounting  (other  than  Y2K- 
related).  Overall,  consolidation  in  the  banking  industry  has  been  good  for  IT  outsourcing,  yet 
the  end  of  Y2K  spending  depressed  the  volume  of  business.  Now  there  is  a powerful  trend  in 
play  toward  standardization,  esp.  in  the  areas  of  application  management,  or  applications 
infrastructure. 

Customers  want  vendors  to  buy  their  data  centers,  run  and  operate  them.  In  some  cases, 
customer’s  want  work  done  on  their  premises  (whether  they,  or  the  vendor  own  the  hardware): 
in  other  cases,  customers  either  agree  to  having  their  work  done  remotely  at  the  vendor’s  data 
center. 

Ultimately,  customers  become  comfortable  with  the  idea  of  vendors  acquiring  and  running  their 
hardware,  located  on  the  customer’s  premises,  while  the  vendor  does  work  for  third  parties. 
This  kind  of  flexibility  greatly  enhances  the  cost-effectiveness  of  deals  to  customers  and  the 
profitability  of  them  to  vendors. 

While  our  financial  service  customers  tend  to  be  headquartered  in  the  U.S.,  their  operations 
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are  global.  So  far,  we  do  all  work  for  them  in  the  U.S.,  however,  we  are  exploring  the 
possibility  of  using  offshore  IT  vendors  as  partners  in  countries  such  as  India.  No  initiatives  in 
this  area  have  yet  been  implemented. 

Market  Trends 

Customers  want  to  grow  their  businesses,  but  they  cannot  do  so  with  their  existing  IT 
infrastructure.  They  can’t  support  their  actual  or  expected  growth  with  existing  staff  and 
facilities.  CSC  sees  much  opportunity  around  the  globe,  especially  for  work  with  U.S. 
companies  that  are  expanding  abroad.  Typically,  CSC  begins  a relationship  by  doing  work  for 
the  U.S.  units,  and  then  expands  the  relationship  by  doing  client  work  for  units  located  outside 
of  the  U.S.  The  average  size  of  outsourcing  contracts  is  increasing,  at  least  for  CSC  even 
while  the  number  of  deals  is  shrinking  somewhat. 

CSC  revenues  are  now  about  $5  billion,  derived  from  work  for  Fortune  500  companies.  CSC 
targets  “mid-tier”  customers,  which  it  describes  as  having  revenues  or  $1-5  billion.  Top-tier 
companies  typically  have  revenues  above  $5  billion.  As  an  example,  J.  Crew  awarded  a 
contract  based  on  an  IT  budget  of  $2-30  million  annually.  Companies  in  this  mid-tier  segment 
can’t  field  sufficient  IT  resources  and  they  outsource  out  of  necessity. 

Types  of  Outsourcing  Done 

CSC  does  a wide  range  of  types  of  outsourcing,  including  Web-hosting,  applications 
management  (ex.  health  care  and  financial  services)  and  is  a leading  provider  for  the 
insurance  industry  (ex.  recent  acquisition  of  Mynd,  which  only  reinforced  a prior  position  of 
strength).  Last  year,  there  was  a noticeable  trend  toward  “downmarket”  outsourcing 
(transaction  processing),  but  this  was  likely  an  anomaly. 

Barriers  to  Entry 

The  greatest  barrier  to  entering  a new  market  is  typically  lack  of  name  recognition.  Even  so,  all 
of  the  potential  barriers  noted  are  important  (financial,  technical,  marketing,  organization, 
staffing,  management). 

Historically,  CSC  has  spent  little  on  promotion  to  achieve  better  name  recognition.  It  should 
probably  have  spent  more.  In  the  past,  CSC  business  has  spread  by  word  of  mouth  between 
satisfied  customers.  Now,  the  company  targets  the  “thought  leadership”  of  various  industries 
as  a strategy  to  get  a foot  in  the  door  for  the  CSC  brand.  (Clearly,  the  situation  is  totally 
different  in  the  federal  market  where  CSC  has  a much  better  established  position.) 

Capital  Availability 

Difficulties  in  obtaining  capital  required  for  closing  outsourcing  deals  has  never  been  a 
problem  for  CSC.  Yet,  availability  of  capital  has  seldom  been  a clear-cut  differentiator  or 
predictor  of  market  success. 

For  example,  Lockheed  Martin’s  commercial  IT  business  unit  can  claim  no  barrier  to  funding 
from  its  deep-pocketed  parent,  nevertheless,  its  successes  in  the  market  remain  modest.  The 
same  can  be  said  for  UNISYS  (which  is  leaving  the  federal  market).  Companies  such  as  CSC 
and  ACS  are  at  no  disadvantage  due  to  difficulties  in  accessing  capital,  but  the  situation 
depends  greatly  on  the  type  of  outsourcing  business  that  a vendor  does  and  its  stage  in  the 
business  lifecycle.  For  example,  newly  founded  Exodus  Communications  had  to  use  equity  to 
fund  its  capital  requirements. 

Market  Developments 

Opportunities  are  now  increasingly  global  rather  than  national  and  the  most  attractive  segment 
has  become  the  midmarket — which  is  also  on  the  move  globally. 

Vendors  expecting  to  make  the  transition  from  the  federal  to  the  commercial  market  need  to 
build  a base  on  their  federal  experience — following  CSC’s  example.  The  company  took  its  IQ- 
15  years  of  experience  in  working  for  federal  clients  that  made  high  demands  for  technical 
discipline  and  process  management  to  the  commercial  market,  albeit  with  adaptations.  We 
discovered  that  we  could  be  very  successful  with  commercial  clients  by  applying  the  same 
processes  globally  that  we  had  used  for  federal  customers. 

At  the  same  time,  realize  that  partnerships  take  time-whether  with  customers  or  other  vendors. 
You  must  work  your  way  up  to  a position  of  trust.  There  is  no  shortcut  to  the  position  of 
“trusted  advisor.” 

Insofar  as  possible,  use  industry  analysts  to  spread  the  word  about  your  capabilities  cost- 
effectively. 
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In  the  1990s,  customers  were  motivated  to  outsource  primarily  by  a desire  to  achieve  cost- 
savings.  This  motive  was  superseded  by  a realization  that  lack  of  internal  resources  made 
outsourcing  an  imperative  beyond  potential  cost-savings.  Eventually,  cost-savings  will  move 
back  into  the  top  position  as  an  action  criterion,  but  at  the  moment  customers  are  giving 
priority  to  the  need  to  standardize  their  IT  environments  as  a precondition  for  achieving  cost- 
savings. 

CSC  showcases  its  heritage  of  work  experience  in  the  area  of  security  for  classified  federal 
customers.  Worth  noting,  this  experience  proved  decisive  in  winning  the  Nortel  contract.  Top 
management  decided  that  CSC’s  skills  in  this  area  were  eminently  transferable — and 
desirable. 

Costs 

CSC  does  a comprehensive  solution  development/solution  design  estimate,  including  the  cost 
of  implementation  before  pricing  a deal.  Company  uses  a “cost  build  up”  model  (others  use  a 
cost-savings  or  percentage  of  promised  savings  method).  In  the  case  of  most  contracts,  there 
is  a base  cost  to  the  customer  with  adjustments  according  to  business  volumes.  It  is  important 
to  build  variability  of  parameters  into  the  contract  from  the  start.  As  an  example,  due  to  a late 
acquisition,  the  Nortel  contract  required  an  adjustment  of  expected  transaction  volumes  even 
before  the  contract  was  signed. 

Marketing  Costs 

Business  development  costs  are  clearly  higher  on  the  commercial  side — basically  because 
there  is  more  travel  required.  All  federal  clients  are  located  conveniently  in  one  central 
location.  Nevertheless,  federal  proposal  preparation  costs  are  higher  than  the  corresponding 
costs  to  prepare  a commercial  bid. 

CSC  manages  costs  carefully:  all  expenses  are  evaluated  with  care  so  that  they  cannot 
become  burdensome. 

Company  uses  a “pursuit  model”  scaling  that  computes  (and  sets  a cap  on)  marketing  costs  as 
a percentage  of  total  contract  value. 

Commercial  marketing  challenge:  each  company  has  its  own  organizational  hierarchy,  yet 
vendors  must  learn  how  to  streamline  their  sales  approach  and  go  directly  to  the  top  decision- 
makers. 

Staff  Transfers 

Ability  to  absorb  new  staff  resulting  from  an  outsourcing  deal  has  never  been  an  issue  for 
CSC,  which  has  a very  high  rate  of  acceptance  of  employment  offers.  What  is  the  secret  to  the 
company’s  success  in  this  area?  CSC  has  always  made  an  effort  to  attract  and  retain  good 
people  and  there  has  always  been  a flow  of  staff  upward  through  the  organization.  New  hires 
know  in  advance  that  they  have  excellent  opportunities  for  advancement  at  CSC. 

Unions 

CSC  has  some  experience  with  unions,  especially  in  Europe  and  in  the  public  sector.  CSC 
tries  to  “manage”  union  relationships  so  that  unionized  employees  remain  with  the  customer. 

EDS  I#21] 

Background 

Respondent  was  a senior  VP  of  Sales  with  24  years  of  experience  at  EDS.  Previously,  he  was 
president  of  the  banking  and  financial  services  division  (eight  years);  he  ran  the  transportation 
industry  group  and,  for  four  years,  was  in  charge  of  the  GM  relationship  on  location  in 
Michigan.  He  has  been  heavily  involved  in  sales  and  business  development  in  both  the 
governmental  and  commercial  markets.  He  has  both  a CPA  and  MBA-Finance  educational 
background. 

Company  Structure 

Respondent  explained  that  EDS  has  currently  four  operational  divisions: 

• Information  Solutions  (which  includes  traditional  outsourcing  and  comprises  80%  of  EDS’ 
total  revenues): 

• A.T.  Kearney,  high-end  management  consultants; 

• E-solutions,  which  does  Web  development  and  related  Internet  work; 

• Business  Process  Management,  which  includes  a large  health  care,  claims-processing 
operation  along  with  other  commodity  data  processing. 
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He  confirmed  that  14%  of  total  EDS  revenues  derive  from  the  U.S.  federal  market  and  58% 
overall  from  the  U.S.  market.  Of  total  global  sales,  60%  derives  from  IT  outsourcing.  An 
estimated  2%  comes  from  the  non-federal,  U.S.  state  and  local  government  market. 

Growth  Prospects 

EDS  sees  the  best  prospects  in  the  financial  services,  telecom,  manufacturing,  energy,  and 
health  care  industries.  In  addition,  the  company  finds  the  federal  and  state  public  sectors 
attractive  along  with  transportation — especially  the  “emerging”  transportation  segments  of  air, 
car  rental,  and  freight. 

Direction  of  Market 

EDS  believes  that  the  market  is  definitely  moving  toward  more  comprehensive  outsourcing 
deals  because  company  managements  are  looking  for  long-term,  strategic  business  partners 
that  are  able  to  add  value  to  their  businesses.  The  vendor’s  role  is  clearly  becoming  more 
strategic  than  tactical — as  it  was  in  the  past,  i.e.,  a provider  of  short-term,  clearly  defined 
solutions. 

Fewer  customers  are  opting  to  select  a team  of  various  service  vendors  that  they  need  to 
manage  themselves.  However,  customers  do  often  prefer  to  outsource  while  retaining  certain 
specifically  defined  IT  functions  to  do  internally.  Even  EDS  seldom  wins  ALL  of  a customer’s  IT 
budget. 

Barriers  to  Entry 

Respondent  doesn’t  really  believe  that  there  are  any  (merely)  “horizontal”  applications.  Even  in 
the  case  of  CRM,  HR  and  accounting,  he  believes  that  customers  have  a strong  preference  for 
a vendor  that  is  able  to  demonstrate  in-depth  understanding  of  their  industry.  Therefore,  to  be 
successful  in  entering  new  markets,  vendors  must  be  able  to  hire  experts  in  the  target  industry 
that  are  able  to  demonstrate  the  benefit  of  their  years  of  experience  by  solving  customer 
problems  creatively — even  if  nominally  “horizontal”  with  cross-industry  application. 

Respondent  also  believes  that  there  is  something  called  “critical  mass”  at  work.  If  gaining  a 
foothold  in  a new  industry  is  difficult,  there  is  also  a snowball  effect  whereby  success  breeds 
more  success — once  vendor  has  achieved  a minimum  critical  mass  of  business. 

How  does  an  unknown  vendor  establish  an  identity  in  a new  market? 

He  must  acquire  and  demonstrate  an  understanding  of  the  dynamics  of  that  new  market,  the 
issues  that  concern  its  players,  the  structure  of  the  market,  its  IT  spending  characteristics,  its 
priorities,  etc. 

The  next  step  (for  EDS)  would  be  to  map  the  vendor’s  capabilities  to  this  aggregate  industry 
model. 

Next,  the  vendor  must  develop  a strategy  for  meeting  the  needs  of  customers  in  this  new 
market. 

In  the  case  of  making  a transition  from  the  federal  to  the  commercial  markets,  respondent 
doesn’t  believe  that  customers  will  pay  attention  to  the  type  of  market  so  much  as  to  the  nature 
of  the  solution  and  the  vendor's  success  in  solving  a business  problem.  Comment:  “You’re 
only  as  good  as  your  last  client.” 

(In  this  context,  he  described  how  EDS  monitors  customer  satisfaction  on  a daily  basis 
according  to  an  on-going  methodology.  The  goal  is  to  solve  problems  ASAP  that  could  impair 
the  client  relationship.) 

At  the  same  time,  image  and  perception  are  important.  In  order  to  gain  a toehold  in  a new 
market,  smaller  vendors  should  partner  as  subs  with  larger  prime  vendors  on  contracts.  EDS 
does  this  often  with  other  vendors.  Alliances  and  partnerships  are  critically  important. 

EDS  differed  with  other  survey  respondents  by  denying  that  the  vendor  had,  or  would  enter  a 
new  market  through  an  acquisition. 

Importance  of  Capital 

After  admitting  that  he  had  no  experience  working  for  a small  vendor,  respondent  said  that 
availability  of  capital  had  never  been  a barrier  to  new  business  in  his  experience.  Although  he 
could  recall  no  deal  that  had  been  turned  down  due  to  the  unavailability  of  capital,  he  did  admit 
that  capital  was  an  important  factor  in  the  competitive  outsourcing  market. 

He  said  that  EDS  did  not  often  resort  to  off-balance  sheet  solutions,  such  as  leasing,  because 
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it  believed  that  it  could  manage  equipment  assets  better  than  any  leaseholder. 

Changes  in  the  Market 

Respondent  cited  a move  toward  strategic  outsourcing  and  away  from  commodity  outsourcing. 
Discussions  between  EDS  and  prospective  customers  usually  center  on  the  nature  of  the  long- 
term, strategic  contribution  that  the  vendor  can  make  to  the  customer’s  business  model. 

Risk-sharing? 

Respondent  commented  that,  while  the  customer  wanted  to  consider  the  IT  vendor  a partner, 
there  was  no  strong  trend  toward  including  vendors  in  risk-sharing  and  profit-sharing 
arrangements  as  part  of  an  outsourcing  contract.  While  customers  may  be  intrigued  initially  by 
the  idea  as  a way  to  provide  incentives  and  punishments  to  the  vendor,  they  usually  conclude 
that  there  is  no  effective  way  to  measure  the  vendor’s  contribution  to  revenues  and  profits 
separate  from  the  rest  of  the  customer’s  organization.  Also,  changes  in  business  conditions 
are  common  and,  when  they  occur,  they  usually  disrupt  whatever  sharing  arrangements  had 
been  in  place  previously. 

Entex  IT 
Services  [#13] 

Background 

Respondent  is  a SVP  for  strategy  at  Entex  IT  Services.  He  has  responsibility  for  planning, 
marketing  strategy  and  is  directly  involved  with  the  development  of  outsourcing  proposals.  At 
Entex,  federal  and  commercial  businesses  are  treated  as  a single  entity.  Respondent  came  to 
work  at  Entex  in  the  U.S.  after  the  Siemens  acquisition.  He  has  substantial  prior  experience 
with  Siemens  in  Europe. 

Currently,  public  sector  comprises  only  10%  of  Entex’s  total  revenues,  commercial  work 
represents  90%.  Of  public  sector  work,  only  1 0%  derives  from  the  federal  government — ^the 
rest,  from  work  for  state  and  local  government  clients. 

The  company’s  primary  products  are  desktop  services  and  network  management. 

Background  of  the  Siemens  Acquistion  Last  Year  of  Entex 

At  present,  Entex  is  a wholly  owned  subsidiary  of  Siemens  Business  Services  (SBS),  based  in 
Germany.  Entex  operations  are  integrated  fully  into  Siemens  on  a global  basis.  SBS  is  divided 
into  SBS  consulting  and  IT  Services.  Entex  is  part  of  the  IT  Services  group. 

Marketing  Strategy 

How  does  Entex  prioritize  its  prospects?  According  to  (1 ) size  of  customer  by  revenues 
[Fortune  100-500  ranked].  Currently,  Entex  has  50  active  customers  from  among  the  Fortune 
100.  In  particular,  Entex  pays  attention  to  the  “IT  intensity”  of  prospects,  or  the  percentage  of 
revenues  allocated  annually  to  the  IT  budget.  By  this  ranking,  manufacturing  is  lower  than 
financial  services  because  companies  in  the  sector  tend  to  have  smaller  IT  budgets  in 
proportion  to  revenues.  The  sweet  spot:  companies  that  spend  $100-500  million  annually 
based  on  revenues  of  at  least  $1  billion. 

Entex  works  prospect  lists  with  some  attention  to  geography,  even  though  outsourcing  work 
can  be  done  remotely.  Salesmen  usually  focus  on  companies  based  on  HQ  and  then  follow 
them  geographically. 

The  approach  of  Entex  Is  very  different  from  the  approach  of  Siemens  in  Europe.  In  Europe, 
there  is  more  emphasis  on  geography,  with  staff  allocated  on  a geographic  basis  at  regional 
centers,  with  iess  on-site  staff.  In  contrast,  in  the  U.S.  Entex  maintains  large  numbers  of  staff 
working  at  customer  worksites. 

Other  differences  between  the  U.S.  and  Europe 

Because  the  mobile  telecom  environment  is  more  standardized  and  more  advanced  in  Europe, 
wireless  LANs  are  more  widespread  in  Europe.  The  U.S.  market  is  3-5  years  behind  in  this 
respect. 

Most  Attractive  Markets 

Financial  services  (including  insurance)  and  health  care  [a  stronghold  of  Siemens]  appear  to 
have  the  most  potential  for  Entex.  Nevertheless,  the  company  is  active  in  almost  all  vertical 
industries.  Sales  and  marketing  are  not  organized  by  vertical  industry.  Entex  believes  that  its 
primary  offer,  desktop  services,  is  a horizontal  product  that  can  be  sold  in  every  industry  to 
organizations  above  a certain  size  (3-5,000  seats). 

Overall,  the  IT  outsourcing  market  is  clearly  moving  “upmarket”  toward  more  comprehensive 
contracts.  Customers  want  relief  from  the  burden  basic  IT  operations  and  they  want  to 
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advance  an  agenda  that  includes  a transition  toward  e-business — and  lower  headcount. 
Cost-savings  are  less  important  than  streamlining  management  structure. 

Barriers  to  Entry 

There  are  fewer  barriers  of  entry  to  vendors  of  horizontal  products  than  to  vendors  whose 
products  are  specialized  according  to  vertical  industry.  However,  this  approach  does  expose 
vendors  to  more  intense  competition  and  the  threat  of  commoditization.  The  most  important 
weapon  in  overcoming  barriers  to  entering  new  markets  is  technical  expertise,  especially  in  the 
areas  of  application  development  and  application  management  because  they  are  higher  value- 
added. 

Customers  of  horizontal  IT  products  are  less  concerned  that  vendors  demonstrate  expertise  in 
their  vertical  industry  than  in  their  core  technical  competencies.  In  the  federal  market,  vendors 
need  to  prove  their  understanding  of  the  government  market  and  its  characteristics. 

Without  the  benefit  of  the  name  recognition  advantage  of  Siemens,  Entex  would  (did)  have 
difficulty  in  entering  new  markets.  Lack  of  name  recognition  is  definitely  a problem. 

Marketing 

Does  Entex  use  outsourcing  consultants?  Not  much  contact  so  far.  Consultants  are  more 
active  in  Europe.  The  type  of  services  offered  by  Entex  take  the  company  off  of  the  radar 
screens  of  most  outsourcing  consultants. 

Bid/Proposal  Process 

Generally,  the  average  size  of  Entex’s  bids  is  small.  Large  bids  require  top  management’s 
approval.  Entex  doesn’t  go  cold-calling.  It  will  usually  take  a piece  of  a larger  contract  and  try 
to  expand  the  relationship. 

The  proposal  costing  model  is  based  on  clear  definitions  of  the  work  to  be  performed.  This  is 
reviewed  periodically  and  profitability  is  recalculated.  Independent  audits  confirm  these 
numbers.  Entex  does  offer  work  priced  on  a volume  basis.  Key  factor:  build  into  SLAs  from  the 
outset  a clearly  defined  pricing  mechanism  that  adjusts  for  changes  in  the  customer’s  business 
model.  SLAs  are  more  of  a problem  in  Europe.  Also,  success  in  pricing  requires  excellent 
Project  Management  skills.  Europe  is  more  advanced  in  the  training  of  project  managers  (esp. 
Siemens,  which  has  a high  reputation  in  this  area). 

Burdensome  Sales  & Marketing  Expenses 

Marketing  costs  for  desktop  management  are  less  than  those  for  “complete”  or  “extreme” 
outsourcing,  i.e.,  total  data  center  management.  National  government  bids  are  more  expensive 
(especially  in  Europe).  However,  this  is  a non-issue  for  Entex,  whose  business  is  U.S.-based. 

Staff  Transfers 

This  is  not  at  all  a problem  for  Entex.  The  company  tries  to  redeploy,  relocate  staff  at  the  end 
of  a contract  insofar  as  possible.  Those  that  cannot  be  relocated,  or  used  elsewhere,  are  let 
go.  Overall,  the  firm’s  retention  rate  is  very  good. 

Cost  of  Capital 

Based  on  access  to  the  financial  resources  of  the  Siemens  global  enterprise,  Entex  faces  no 
capital  constraints  in  pursuing  new  business. 

Changes  Underway  in  Outsourcing  Market 

Customers  are  looking  for  more  complete  outsourcing  solutions.  They  want  to  work  with  fewer 
suppliers.  They  prefer  the  prime  (general  contractor)  model  whereby  a lead  vendor  manages 
the  relationships  and  monitors  the  work  of  subcontractors.  Overall,  they  want  to  reduce 
headcount. 

The  transition  to  e-business  is  making  competition  between  vendors  more  intense.  Smaller 
vendors  are  being  relegated  to  subcontract  roles,  where  margins  are  lower. 

Entex  participates  in  the  federal  market  in  both  prime  and  subcontractor  roles. 

Most  Profitable  Types  of  Business 

Without  a doubt,  network  management  and  consulting  are  much  more  profitable  for  Entex  than 
“break/fix”  desktop  services. 

Yet,  Entex  will  not  enter  into  a desktop  services  contract  on  a low  or  no-profit  basis  in  the  hope 
that  future,  lucrative  additional  business  will  materialize  to  make  the  overall  relationship 
profitable.  While  it  is  true  that  having  an  incumbent  contractor  relationship  almost  always 
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results  in  incremental  business,  to  depend  on  that  business  from  the  outset  is  a recipe  for 
disaster. 

Fed  Data  [#17] 

Respondent  is  a VP  for  IT  management  services  with  responsibility  for  Fed  Data’s  work  on 
ODIN  and  GSA  seat  management  contracts.  He  worked  on  the  original  proposal  development. 
Prior  to  that,  he  had  IT  managerial  positions  at  the  Kennedy  Space  Center  and  the  Johnson 
Space  Center.  Overall,  he  has  20  years  of  experience  in  IT,  virtually  all  in  the  federal  market. 

At  Fed  Data,  he  has  project  management  responsibility  for  the  Peace  Corps  and  Wright 
Patterson  AFB  outsourcing  contracts.  Overall,  Fed  Data  is  working  with  agencies  that  are 
playing  “catch  up"  with  the  NMCI/EDS  contract.  They  want  to  roll  up  smaller  projects  into  a 
similar,  large  contract  vehicle,  but  this  will  take  some  time.  To  date.  Fed  Data  has  won  only 
smaller,  discrete  task  orders. 

Fed  Data  Background 

Fed  Data  is  now  a part  of  Logicon,  which  is  Northrop  Grumman’s  IT  services  division.  (When 
the  Litton/PRC  acquisition  is  completed,  part  of  it  will  join  Logicon,  and  part  will  go  directly  to 
Northrop  Grumann.  While  Fed  Data  and  Logicon  have  a few  commercial  clients,  90%  of  their 
work  is  for  federal  clients.  Of  that,  only  10%  comprises  IT  outsourcing. 

According  to  respondent,  commercial  IT  work  at  Fed  Data  is  done  by  completely  separate 
work  groups.  There  is  virtually  no  synergy  between  the  federal  and  commercial  market  teams. 
The  company’s  commercial  work  was  described  as  “oddball"  projects  that  included  help  desk 
and  network  management  work — but  no  data  center  outsourcing. 

Currently,  Fed  Data  has  a backlog  of  about  $20  million  in  annual  revenue  from  signed 
contracts.  By  comparison,  Logicon  had  $400  million  in  1998  and  has  grown  to  $2.1  billion 
today.  On  the  top  level,  Northrop  Grumann  has  annual  revenues  of  $10  billion;  Logicon 
represents  $2.5  billion  of  this  (including  Fed  Data).  Litton/PRC  has  annual  revenues  of  $5.5 
billion. 

Growth  Potential 

Respondent  sees  excellent  long-term  growth  potential  for  increased  desktop  management 
business  (task  orders)  from  the  DoD,  Army  and  Air  Force.  These  agencies  are  now  trying  to 
follow  the  example  of  the  Navy’s  NMCI  contract.  While  they  don’t  anticipate  any  dramatic  new 
budget  allocations,  the  DoD  appears  increasingly  willing  to  change  existing  budget  allocations 
in  order  to  roll  up  GSA  task  orders  and  other  BPA  contracts  in  to  evermore  comprehensive 
“bundled”  large  contracts  for  a wider  range  of  work. 

In  this  context,  respondent  corroborated  opinions  expressed  by  other  vendors  to  the  effect  that 
the  federal  government’s  entire  IT  infrastructure  would  be  virtually  obsolete  in  less  than  five 
years.  This  reality,  along  with  the  skills  shortage,  budget  restrictions  and  pending  retirements, 
would  make  IT  outsourcing  unavoidable. 

Direction  of  Federai  Market 

Fed  Data  wants  to  pull  out  of  the  facilities  management  segment  of  IT  outsourcing.  Because 
the  potential  for  increased  business  in  the  federal  seat  management  market  is  excellent.  Fed 
Data  is  not  actively  pursuing  commercial  clients.  However,  when  pressed,  he  said  that  he 
thought  the  following  mix  of  business  would  be  ideal: 

• 50%  federal 

• 25%  state  & local 

• 25%  commercial 

The  federal  market  is  clearly  moving  “upmarket,”  albeit  slowly.  For  example,  the  SSA  wants  to 
outsource  only  2,000  seats  as  a test  case  because  it  is  uncomfortable  with  giving  a single 
contract  to  a single  vendor  for  all  60,000  seats  at  the  agency.  Managers  do  not  believe  that 
any  single  vendor  would  be  able  to  ftjifill  the  work  required  by  a single  contract  of  that 
magnitude. 

Barriers  to  Entry 

While  commercial  company  business  is  attractive  for  many  reasons,  respondent  thought  that 
the  transition  from  commercial  to  federal  would  be  more  difficult  than  the  reverse  due  to  the 
long  sales  cycle  in  the  federal  market,  the  complexities  of  the  procurement  process  and  the 
importance  of  having  personal  relationships  in  place. 

A vendor  wanting  to  move  from  the  federal  to  the  commercial  market,  in  his  view,  must  expect 
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to  need  to  set  up  a virtual  “mirror”  organization  to  serve  commercial  clients.  Salesmen,  etc. 
would  need  to  be  recruited  who  had  commercial  experience.  As  an  exception,  the  technical 
staff  and  project  managers  could  probably  be  re-trained  successfully  for  work  in  the 
commercial  market. 

Beyond  that,  such  a transition  would  only  work  with  the  help  of  good  partner  relationships. 
(Even  the  commercial  partnering  model  is  very  different  from  that  used  in  the  federal  market.) 
Lack  of  commercial  backlog  and  reference  clients  would  definitely  be  a handicap.  Respondent 
thought  that  commercial  clients  might  be  interested  in  a vendor’s  technical  solutions  for  federal 
clients,  but  he  was  skeptical  that  this  alone  would  win  business,  i.e,  without  being  introduced 
by  a commercial  partner  with  excellent  credentials. 

Respondent  noted  the  irony  that  federal  clients  are  very  anxious  to  benefit  from  vendor 
experience  in  solving  problems  for  commercial  clients,  but  commercial  clients  are  not  nearly  so 
keen  on  letting  federal  vendors  do  work  for  them.  In  theory,  this  gives  an  advantage  to 
primarily  commercial  vendors  that  want  to  enter  the  federal  market,  yet,  they  (for  reasons 
outlined  above)  are  often  put  off  by  the  difficulties  that  they  encounter. 

(As  an  example,  a spokesperson  for  Cap  Gemini  E&Y  said  emphatically  that  the  vendor  had 
decided  NOT  to  pursue  any  work  for  federal  clients  because  of  the  barriers  and  difficulty  in 
doing  business  in  that  market  made  it  categorically  unattractive.) 

Respondent  commented  that  CSC  had  encountered  “difficulty”  in  applying  its  commercial 
business  model  in  the  federal  market. 

Availability  and  Cost  of  Capital 

Cost  or  lack  of  capital  has  never  been  an  obstacle  to  new  outsourcing  contracts  for  Fed  Data. 
As  an  example,  respondent  said  that  he  had  spent  $50,000  to  obtain  a $5  million  annual 
contract  revenue  stream,  which  he  considered  quite  acceptable.  Overall,  he  thought  that 
federal  outsourcing  required  little  in  the  way  of  capital  outlay.  Whether  for  federal  or 
commercial  clients,  he  stressed  that  vendors  need  to  use  leasing  companies  for  HW 
purchases.  Even  Fed  Data,  which  has  deep  pockets,  avoids  outlays  for  capital  equipment 
purchases  as  part  of  outsourcing  deals.  He  gave  the  Peace  Corps  contract  as  another 
example:  it  required  very  little  by  way  of  upfront  capital  outlays. 

In  the  context  of  leasing,  respondent  contradicted  other  survey  respondents  who  claimed  that 
leasing  incurred  tax  liabilities.  Fed  Data  respondent  insisted  that  equipment  located  on  federal 
facilities  incurred  no  property  tax  burden. 

Changes  in  Outsourcing  Underway 

Important  changes  in  the  federal  market  include: 

• People  are  recognizing  the  need  for  change,  both  in  terms  of  budgets  and  staffs. 

• There  is  a genuine  effort  underway  to  understand  how  to  make  the  transition  from  internal 
to  outsourced  IT  functions. 

The  TCO  concept  is  spreading  in  the  government  (even  though  it  is  seldom  able  to  specify  its 
costs  accurately).  Agencies  are  making  progress  in  analyzing  their  “hard”  costs  for  equipment, 
but  having  great  difficulty  in  assessing  their  “soft”  costs  for  people,  HR,  etc.,  which  is 
necessary  in  order  to  compute  accurate,  projected  cost  savings. 

Types  of  Outsourcing  that  Can  Be  Done  Most  Profitably 

• Enterprise  seat  management,  meaning  bundled  contracts  for  help  desk,  network 
management,  LAN,  break/fix  work,  HW/SW  acquisition,  some  application  management 
and  development  work 

• Network/LAN  administration 

• Help  desk  (which  has  been  mainly  commoditized) 

• Web  hosting/Web  site  development  Contracts  here  are  small,  but  likely  to  grow  in  volume 
and  importance  for  the  government. 

Logicon  is  doing  some  work  on  the  state  and  local  government  level,  including  data  center 
management.  The  potential  for  this  is  good,  but  contracts  at  present  are  small.  E-gov  is  still  in 
the  future. 

Expertise 

Fed  Data's  primary  expertise  is  in  the  seat  management/enterprise  management  area,  and 
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secondarily  in  netwoi1<  management. 

Cost  Projections 

Fed  Data  uses  models  for  projecting  cost  and  pricing  models  as  part  of  the  proposal/bid 
process.  To  be  worthwhile,  seat  management  contracts  need  to  be  sufficiently  large  to  give 
vendor  economies  of  scale.  Cost  projection  models  can  be  re-used — they  are  not  developed 
de  novo  for  each  new  bid.  Fed  Data  uses  a knowledge  management  system  and  believes  that, 
in  general,  this  approach  could  be  used  for  bidding  in  the  commercial  market  as  well. 

Sales  and  Marketing  Costs 

Overall,  respondent  believes  that  marketing  costs  at  Fed  Data  run  about  20%  of  the  total  cost 
of  doing  business,  which  includes  administrative  overhead,  HR  and  related,  direct  costs.  Yes, 
20%  is  high  now  due  to  various  unusual  circumstances.  He  would  expect  a normal  level  for 
such  costs  to  be  10-15%  in  the  federal  market  and  6-9%  in  the  commercial  market. 

The  primary  reason  why  sales  costs  are  lower  in  the  commercial  market  is  that  the  sales  cycle 
is  much  shorter. 

Staff  Transfers 

So  far.  Fed  Data  has  had  no  problems  in  transferring  civil  servants  to  vendors’  payroll.  Such 
transferred  staff  usually  needs  training,  particularly  in  company  techniques  and  processes. 

Control  Issue 

Federal  agencies  are  very  aware  of  the  importance  of  secure  data  management,  but  seat 
management  outsourcing  tends  to  be  accepted  without  provoking  fears  of  loss  of  control.  This 
is  primarily  a problem  of  perception  (or  misperception).  For  example,  a remote  networking 
management  solution  doesn't  necessarily  give  the  client  less  control — only  differerent,  i.e,  not 
on  site. 

Getronics  [#10] 

Background 

The  respondent  worked  previously  for  Wang.  After  Wang’s  acquisition  by  Getronics,  he 
became  head  of  outsourcing  for  the  federal  group.  He  has  16  years  of  experience  in  the 
federal  market  (mainly  at  PRC)  and  two  years  of  experience  in  the  commercial  market. 
Significantly,  he  stressed  that  the  federal  and  commercial  market  sales  teams  are  in  continual 
contact,  at  least  weekly,  even  though  they  have  separate  missions.  Specifically,  respondent 
has  hands-on  experience  with  the  ODIN  seat  management  contract. 

Currently,  he  is  head  of  that  group’s  Center  of  Excellence  in  Seat  Management,  which  has  a 
staff  of  about  ten  technical  specialists.  Getronics  has  several  such  Centers  of  Excellence — 
including  one  for  Network  Security,  and  another  for  E-Commerce.  For  Getronics,  “government” 
means  federal.  The  commercial  division  handles  the  few  state  and  local  government  contracts 
that  have  been  booked.  The  Center  of  Excellence  serves  as  a technical  (Best  Practices)  as 
well  as  sales  resource.  Accordingly,  respondent  does  get  involved  in  the  proposal  preparation 
process  and  consults  with  business  development  staff  on  “alignment”  of  effort  by  agency.  For 
Getronics,  federal  marketing  consists  primarily  of  determining  which  agencies  offer  the  best 
prospects  for  new  seat  management  business. 

Market  Position 

Getronics  does  $3-4  billion  in  annual  revenues  worldwide.  Of  this,  the  Government  Solutions 
Group  in  the  U.S.  contributes  about  $400  million,  or  10%  of  the  total.  The  corporate  target  is  to 
grow  this  business  to  $1  billion  over  the  next  5-6  years  through  organic  growth  and 
acquisitions.  Seat  management  comprises  about  10-15%  of  the  Government  Solutions 
Group’s  revenues:  the  remaining  85-90%  consists  of  a variety  of  professional  services  (non- 
outsourcing). 

According  to  the  respondent,  the  term  “seat  management”  is  essentially  a federal-market- 
specific  term.  In  the  commercial  market,  “desktop  services” — the  nearest  equivalent — usually 
includes  network  services,  call  center  and  other  kinds  of  work.  For  some  federal  customers, 
seat  management  contracts  are  used  as  a back  door  vehicle  to  buy  hardware  when  they  can’t 
access  a capital  expenditure  budget.  HW  purchases  are  built  into  the  seat  management 
contract  under  the  guise  of  periodic  equipment  “refresh”  and  using  existing  GSA  schedules. 
Federal  budget  politics  often  requires  agencies  to  spend  money  on  a time  & materials  basis 
even  when  this  is  contrary  to  the  best  interest  of  both  the  government  and  the  taxpayer. 

Partly  for  the  reasons  noted  above,  the  government’s  concept  of  seat  management  is  evolving 
and  becoming  increasingly  comprehensive.  Eventually,  it  will  become  something  like  BPO  in 
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the  commercial  market.  This  process  will  take  4-5  years.  At  present,  they  are  putting  out  to  bid 
increasingly  extensive  pieces  of  work. 

Capital  Availability 

Should  the  vendor  supply  HW  on  a lease  rather  than  purchase  basis?  Often  the  decision 
hinges  on  taxes.  If  the  vendor  owns  equipment  assets,  it  pays  an  8%  property  tax  in  the 
District  of  Columbia  and  4.5%  in  Virginia.  In  many  cases,  direct  vendor  ownership  of  HW 
results  in  a 15-20%  cost  markup.  If  the  government  owns  the  HW  itself,  it  pays  nothing  (but 
then,  after  a few  years,  faces  the  threat  of  obsolescence  along  with  the  burden  of  disposal). 

Direction  of  the  Market 

Federal  outsourcing  business  is  moving  in  the  same  direction  as  the  commercial  market — 
“upwards”  toward  increasingly  comprehensive,  BPO-oriented  contracts.  If  so,  is  seat 
management  on  the  way  out  and,  as  a result,  unattractive  to  vendors?  Absolutely  not:  “Seat 
management  is  like  getting  the  camel’s  nose  under  the  tent.”  Typically,  during  the  term  of  a 
seat  management  contract,  10-25%  of  incremental  revenue  materializes  (based  on  total  value 
of  the  seat  management  contract).  This  explains  part  of  the  advantage  of  being  an  incumbent: 
agencies  are  unlikely  to  go  elsewhere  to  have  work  done  that  can  be  given  conveniently  and 
simply  to  the  vendor  that  is  already  on  the  premises  and  performing  satisfactorily. 

Does  this  mean  that  vendors  either  can,  or  should  bid  for  new  seat  management  contracts  on 
a no-profit  basis  in  the  hope  that  these  incremental  revenues  will  ultimately  make  the  total 
customer  relationship  profitable.  Respondent  believes  that  this  is  a high-risk  way  to  do 
business  because  an  unprofitable  vendor  is  unlikely  to  be  either  able,  or  motivated,  to  do  the 
highest  quality  work  on  the  initial  contract.  If  work  on  the  basic  contract  is  lackluster  or 
deficient,  then  the  expected,  incremental  revenue  will  not  materialize. 

Barriers  to  Entry 

Lack  of  dependable  partner  relationships. 

Respondent  used  the  example  of  seat  management,  but  the  point  is  applicable  in  general.  He 
pointed  out  the  danger  of  undue  reliance  on  a partner  to  provide  a critical  element  of  a 
comprehensive  seat  management  solution.  Vendors  must  have  in-house  core  competencies 
required  to  bid  for  target  business.  Also,  remember  that  managing  partner  relationships  is  to 
manage  a “moving  target.”  For  example,  expect  that  a “Statement  of  Work”  will  be  obsolete 
almost  as  soon  as  it  is  formulated. 

Remember:  “learning  is  incremental,”  meaning  that  there  is  no  short  cut  to  developing  the 
technical  and  business  knowledge  required  for  success. 

How  important  are  partner  relationships?  Prime  contractors  are  vulnerable.  On  the  commercial 
IT  outsourcing  side,  three  out  of  four  primes  have  had  major  problems  with  their 
subcontractors.  These  problems  reflect,  in  part,  bad  management.  In  addition,  they  reflect 
fundamental  incompatibilities,  inequitable  cost-sharing  arrangements,  conflicting  processes 
and  tools,  as  well  as  people  who  can’t  cooperate. 

Commercial  versus  Federal  Market 

The  commercial  market  offers  tremendous  potential  for  growth  of  IT  outsourcing.  Vendors 
wanting  to  move  from  the  federal  to  the  commercial  market  must  take  in  to  account  the 
significant  differences  between  the  government’s  procurement  policies  and  standard  sales 
practices  in  the  commercial  market. 

Ultimately,  there  is  a great  deal  of  similarity  between  the  business  processes  of  government 
agencies  and  commercial  businesses.  Yet,  vendors  can  trip  on  unforeseen  differences  in 
approach.  For  example,  Getronics  prepared  TCO  studies  for  its  seat  management  solution  (a 
common  practice  on  the  commercial  side)  only  to  be  told  that  they  violated  FAR  9.5,  which 
prohibits  vendor  conflicts  of  interest.  (Solution:  these  need  to  be  prepared  by  a third-party,  not 
the  vendor  directly — especially  if  based  on  privileged  information  that  is  available  only  to 
qualified  federal  contractors). 

Remember,  “IT  can  be  a competitive  weapon  for  customers,  which  depends  on  quality  IT 
vendors  and  their  core  competencies. 

Process 

Getronics  has  no  “black  box”  that  it  uses  to  compute  contract  profitability:  “We  just  tinker  and 
adapt.”  To  respondent’s  knowledge,  there  is  no  good  contract  cost/profit  model.  In  reality, 
“outsourcing  contracts  are  like  DNA,  each  one  is  different.  Pricing  is  an  art..”  because  there 
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are  no  precise  data. 

Expect  that  the  costs,  terms  and  SLAs  of  an  outsourcing  contract  will  be  subject  to  continual 
change.  It  is  common  for  vendors  to  “take  hits"  in  the  form  of  unexpected  costs. 

In  the  federal  market,  there  is  always  a security  dimension  to  the  work  (with  associated  costs). 
When  agency  needs  change,  and  their  budgets  do  not,  we  are  often  in  the  position  of 
negotiating  adjustments  in  SLAs,  faster  or  slower  refresh  rates,  return  to  service  guarantees, 
etc.,  in  order  to  keep  contract  costs  within  budget  AND  meet  the  agency’s  current 
requirements.  The  trick  is  always  to  figure  out  how  to  do  this,  make  a profit,  and  NOT  change 
the  customer’s  cost. 

Sales  Costs 

Respondent  did  not  believe  that  there  was  much  difference,  ultimately,  in  the  level  of  sales  and 
marketing  cost  levels  in  the  federal  and  commercial  markets.  But  there  is  a big  difference  in 
the  cost  of  marketing  a seat  management  contract  and  prospecting  for  new  business  on  a 
labor/materials  basis.  In  that  case,  vendors  participate,  in  essence,  in  a beauty  contest  with 
each  other.  The  process  for  awarding  GSA  seat  management  contracts  has  been  streamlined 
considerably.  They  can  now  be  completed  in  less  than  six  months,  while  other  types  of 
contracts  take  6-9  months — and  incur  higher  sales  costs.  Getronics  spends  an  average  of 
$200,000  in  sales  costs  for  each  seat  management  contract  that  it  wins. 

Decisions  may  come  more  quickly  in  the  commercial  market,  but  contract  implementation  can 
be  slower.  Obviously,  it  is  easy  to  identify  federal  agency  sales  targets.  This  is  a more  difficult 
and  costly  process  in  the  commercial  market. 

On  the  commercial  side,  it  is  usually  cost-effective  to  use  consultants. 

Importance  of  inside  contacts?  “We  had  NO  presence  at  all  at  Treasury,  but  we  succeeded  in 
winning  new  business  in  open  competition,  without  pre-existing  relationships.”  Respondent 
believes  that  this  is  exactly  the  experience  that  GSA  is  promoting. 

Cost  of  Capital 

Because  recourse  to  leasing  agencies  (for  equipment  acquisition)  is  always  an  available 
alternative,  vendor  availability  of  capital  is  not  a barrier  to  closing  outsourcing  deals.  Yet, 
vendors  should  expect  (and  be  able)  to  invest  in  the  software  tools  that  will  be  required  to  fulfill 
contracts.  Because  agencies  are  often  in  transition  between  technologies,  vendors  may 
spend  $250,000-$1  million  upfront  to  develop  the  tools  required  to  standardize,  streamline  and 
fulfill  contracts. 

Important  Changes 

In  the  near  future,  the  federal  workforce  will  experience  a massive  wave  of  retirements,  and 
there  are  no  young  replacements  for  them  on  the  horizon.  Young  recruits  want  better 
hardware  and  working  environments.  During  the  next  two  years,  the  government  will  continue 
to  play  catch  up;  after  that,  expect  large  new  outsourcing  contracts  because  there  will  be  no 
viable  alternative.  Union-inspired  anti-outsourcing  efforts  (TRAC)  will  continue,  but  reality  can’t 
be  changed. 

Profit/Growth  Potential 

Getronics  sees  exceilent  potential  in  seat  management  in  the  federal  market. 

Getronics  has  experience  in  dealing  with  unions  in  non-seat  management  contracts. 
Confrontation  is  unnecessary.  However,  vendors  must  recognize  that  unions  have  an  inherent, 
vested  interest  in  increasing  headcount,  not  reducing  it,  which  creates  fundamental  conflicts  of 
interest  between  unions  and  outsourcers. 

Vendors  need  to  face  the  truth:  “You  can’t  be  everything  to  everyone.”  Respondent  believes 
strongly  that  you  need  to  be  able  to  use  the  same  software  tool  set  for  a significant  period  of 
time  (in  order  to  amortize  your  costs).  Yet,  this  did  not  mean  that  Getronics  was  inclined  to 
acquire  the  software  companies  that  are  its  current  partners  and  on  which  it  depends  for 
elements  of  its,  in  effect,  proprietary  seat  management  solution.  Reason:  “We  don’t  want  to  be 
in  the  software  business.” 

Getronics  does,  however,  build/assemble  a basic  tool  that  it  uses  repeatedly.  It  does  NOT  by 
off-the-shelf  solutions  from  Tuvalu  or  Computer  Associates. 

Independent 

Consultant 

Background 

Respondent  worked  for  20  years  at  Digital  Equipment  Corporation  in  application  development 
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before  joining  CSC  initially  as  a director  IT  for  a business  unit  and  working  later  as  an  account 
executive.  In  that  role,  she  gained  experience  in  the  federal  market  by  working  closely  with  a 
major  CSC  client  that  was  a major  federal  contractor.  She  has  experience  with  “full-service”  IT 
outsourcing  as  well  as  application  development.  This  exposure  to  federal  business  provided 
experience  with  large,  comprehensive  IT  outsourcing  programs  (albeit  without  any  classified 
software  development).  Subsequently,  she  joined  ACS  where  she  had  responsibility  for 
application  management  outsourcing  for  new  clients  as  well  as  the  installed  base. 

Market  Potential 

Respondent  believes  that  ASPs  have  good  growth  potential.  Top-tier,  experienced  IT  vendors 
can  thrive  in  all  verticals  because  many  facets  of  the  services  requirements  are  really  generic. 
As  a result,  vendors  can  leverage  experience  in  one  vertical  to  another.  Although  clients  do 
expect  vendors  to  offer  reference  clients  in  their  own  industry,  this  need  not  be  a barrier. 

Truth  be  told,  customers  ALWAYS  believe  that  their  needs  are  unique  (and  you  don’t  dare 
contradict  them).  This  customer  misperception  is  based  on  a lack  of  technical  background. 
From  a technology  point  of  view,  there  is  little  significant  difference  between  verticals.  Having 
said  that,  ASPs  are  most  attractive  when  they  specialize  on  offering  very  well  chosen  selection 
of  applications  that  are  industry-specific. 

Market  Direction:  Upmarket,  Downmarket? 

Both  trends  are  undenway  simultaneously  (the  outsourcing  pie  is  expanding).  In  either  case, 
vendors  need  to  work  on  their  fundamentals,  i.e.,  understanding  better  where  they  can  add 
value.  There  is  a tendency  to  win  deals  and  then  worry  later  how  to  deliver  results.  Partly  for 
this  reasons,  outsourcing  consultants  today  ALWAYS  insist  on  building  “prenuptial 
agreements”  Into  contracts  that  spell  out  the  temis  and  circumstances  that  will  govern  the 
transition  from  the  incumbent  to  a new  vendor  at  contract  expiration. 

Barriers  to  Entry 

Regarding  the  transition  from  federal  to  commercial  markets,  the  truth  is  that  commercial 
customers  are  seldom  impressed  to  learn  what  vendors  did  in  the  federal  market  even  if  the 
opposite  is  true  (federal  agency  customers  are  usually  very  interested  to  learn  what  vendors 
did/are  doing  for  commercial  customers).  Federal  customers  want,  in  particular,  to  hear  how 
the  private  sector  is  standardizing,  adopting  to  industry-standard  solutions,  etc. 

The  key  to  success  in  the  fed-to-commercial  transition  is  to  stress  the  nature  of  technical 
solutions  independent  of  the  customer’s  identity.  In  short,  talk  up  your  achievements 
themselves.  The  same  sales  staff  with  federal  experience  MAY  be  able  to  function  in  the 
commercial  market,  but  It  must  be  able  to  show  strong  understanding  of  technology,  to  show 
HOW  business  problems  were  solved,  in  order  to  undercut  customer  tendency  to  undervalue 
federal  sector  IT  work. 

Also,  vendors  should  take  pains  to  prevent  salesmen  from  closing  deals  on  which  they  can’t 
deliver,  or  at  least  not  cost  effectively.  Salesmen  must  understand  what  the  vendor  can  really 
deliver,  and  usually  this  involves  an  appreciation  of  specialized  solutions.  In  terms  of  strategy, 
while  there  is  a great  potential  for  new  outsourcing  business  in  general,  vendors  must  avoid 
the  temptation  to  “hybridize,”  i.e.,  offer  themselves  as  experts  in  both  infrastructure  and 
business  transaction  processing.  Pick  one  or  the  other  and  excel  at  it.  If  you  decide  to  expand 
your  expertise,  then  go  out  and  build  it,  but  don’t  expect  to  find  a short  cut  to  spending  time 
and  money  on  the  effort. 

Commercial  vendors  that  want  to  move  into  the  federal  market  are  usually  put  off  by  the 
complexity  of  the  federal  contract  proposal  preparation  and  bidding  process,  including  the 
protocols  and  security  issues  involved. 

Cost  and  Availability  of  Capitai 

While  not  a problem  for  CSC,  it  has  been  a problem  for  ACS.  At  times,  the  company  had  to 
offer  a qualified  proposal  due  to  the  inability  to  deploy  sufficient  capital  investment.  In 
respondent’s  opinion  the  way  to  avoid  this  is  to  plan  growth  and,  in  any  plan,  capital  is  only 
one  factor  among  many. 

Changes  in  the  Market 

Clearly,  the  outsourcing  market  is  moving  toward  BPO  in  the  sense  that  customers  are  using 
vendors  to  take  over  ever  more  complex  and  comprehensive  packages  of  business  functions. 
At  the  same  time,  vendors  should  be  aware  that  the  opportunity  is  greater  than  the  reality. 
Clients  continue  to  be  reluctant  to  hand  over  to  vendors  too  much  of  what  they  perceive  to  be 


CYNDC1 


© 2001  by  INPUT.  Reproduction  Prohibited. 


178 


A Special  Analysis  of  the  U.S.  Commercial  IT  Outsourcing  Market 


INPUT 


“control”  over  their  core  business  processes,  so  fulfiliing  the  market’s  potentiai  remains  a hard 
seli.  Also,  never  forget  that  there  is  aiways  intemai  resistance  to  BPO.  Incumbent  employees 
always  fear  that  headcount  reductions  will  inevitably  follow  any  BPO  contract,  if  not  aii 
outsourcing. 

The  SLA  Game 

Ciients  look  to  SLAs  as  a justification  for  their  decision  to  give  up  direct  control;  SLAs  are 
wielded  as  indirect  control.  Yet,  in  most  cases,  customers  demand  very  exacting  SLAs  without 
realizing  or  admitting  that,  in  fact,  the  high  ieveis  demanded  by  the  SLA  may  never  have  been 
achieved  by  the  organization,  may  not  be  possibie,  or — if  possibie — may  be  neither  necessary, 
nor  cost-effective. 

Smart  vendors  can  expect  to  find  exceiient  opportunities  for  growth  in  the  ASP  fieid  (fixed 
services  deiivered  for  fixed  prices  on  a monthiy  pay-by-the-drink  basis).  The  danger  is 
excessiveiy  fast  growth  and  letting  costs  get  out  of  controi.  Remember:  ultimately,  when  all  is 
said  and  done,  ALL  outsourcing  deais  are  motivated  by  a customer  desire  to  save  money, 
however  expressed. 

Marketing  Costs 

On  this  point,  burdensome  Bid  and  Proposal  costs  (B&P)  can  contribute  to  undoing  a vendor’s 
success.  This  process  is  generally  more  complex  in  the  federal  market.  It  is  easy  to  waste 
money  in  either  the  federal  or  the  commercial  market  if  you  don’t  target  your  efforts  carefully. 
You  should  always  be  asking  the  same  question;  where  can  I add  value? 

Take  care  regarding  your  relations  with  outsourcing  consultants. 

Some  of  them  are  NOT  the  vendors’  friend.  They  are  making  it  harder  for  vendors  to  close 
deals  insofar  as  they  run  up  costs.  For  example,  a consultant  may  believe  that  it  both 
enhances  his  client  credibility  (and  fattens  his  fee)  if  he  summons  ten  vendors  instead  of  three 
to  present  bids.  Yet,  it  is  usually  more  realistic  to  ask  only  2-3  to  incur  the  expense  of 
preparing  and  presenting  bids  and  the  others  typically  waste  their  time  and  money.  Truth  be 
told,  there  is  a lot  of  self-deception  at  work  on  all  sides  of  the  equation,  customer,  consultant 
and  vendor. 

Keane  [#1 5] 

Respondent  is  a VP  with  responsibility  for  external  communications,  including  industry 
analysts,  investor  relations  and  other. 

Background  on  Keane 

As  a percentage  of  total  company  revenue,  Keane’s  public  sector  business  represents  about 
15%.  Overall,  about  60%  of  the  company’s  turnover  derives  from  IT  outsourcing  of  various 
kinds. 

• Keane  has  four  main  business  divisions: 

• Application  development  and  management  (9%  is  outsourcing) 

• E-solutions  projects  (9-10%  is  outsourcing) 

• Business  innovation  and  consulting  (1%  is  outsourcing) 

• Managed  IT 

Keane  earns  about  38%  of  its  revenues  from  “e-solutions  projects.”  According  to  respondent, 
Keane  has  never  lost  an  outsourcing  customer  based  on  poor  performance:  “[Outsourcing]  is 
not  a market  for  people  who  can’t  perform.” 

Of  Keane’s  total  revenue,  60-70%  derives  from  multiyear  outsourcing  contracts. 

Market  Trends 

In  his  opinion,  the  ASP  model  has  failed — at  least  insofar  as  having  an  appeal  for  Keane’s 
target  market  of  Global  2000  organizations.  They  require  significant  amounts  of  customization, 
cannot  use  “plain  Vanilla”  applications.  Therefore,  ASPs  cannot  server  their  needs  cost- 
effectively. 

Changes  in  the  Outsourcing  Market 

Customer  interest  in  IT  outsourcing  is  rising,  especially  for  application  management  and 
development.  Now,  customers  outsource  these  functions  as  part  of  a competitive  strategy. 
They  want  to  streamline  their  operations,  offload  nonstrategic  IT  functions  so  that  intemai  staff 
can  be  used  for  higher  value-added,  core,  proprietary  IT  development  projects. 
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The  role  of  the  CIO  is  changing.  He/she  is  no  longer  an  all-around  guru  or  “builder.”  Today,  the 
CIO  functions  more  as  a general  contractor  (supervisor)  of  IT  outsourcing  vendor 
relationships. 

Customers  are  moving  toward  one-stop  shopping  for  outsourcing,  but  they  also  want  best-of- 
breed  solutions.  Therefore,  larger  companies  are  less  interested  in  “extreme”  outsourcing 
whereby  they  hand  over  to  an  outsourcing  vendor  complete  responsibility  for  their  entire  IT 
infrastructure.  Large  companies  want  to  select  the  best  solutions  available,  even  if  procured 
from  a variety  of  vendors.  In  contrast,  smaller  companies  may  still  find  “total”  or  “extreme” 
outsourcing  appealing  whereby  they,  in  effect,  depend  entirely  on  outsourcers  for  their  back 
office  and  IT  Infrastructure. 

Also,  large  organizations  are  increasingly  skeptical  that  any  IT  vendor  can  “do  it  all,”  including 
IBM.  Customers  are  maturing  and  moving  up  a learning  curve.  When  data  center  management 
is  outsourced  today,  applications  are  usually  kept  In-house,  or  given  to  a different  vendor. 

Contract  consultants  are  being  used  with  increasing  frequency.  They  are  advising  customers 
to  avoid  long  contracts,  aim  at  3-5  year  durations,  insist  on  best-of-breed  solutions  and  a 
favorable  value  metric. 

Federal  vs  Commercial  Market 

From  Keane’s  point  of  view,  the  federal  market  is  less  attractive  than  the  commercial  market. 

In  contrast,  Keane  sees  better  potential  at  the  state  & local  levels  of  the  public  sector.  For 
example,  outsourcing  initiatives  underway  in  Maine  and  North  Carolina  in  the  area  of  e- 
government  are  more  advanced  than  those  of  the  federal  government. 

The  federal  customer  is  behind  the  state  & local  government  customer.  Rates  and  profits  are 
lower  in  the  federal  market,  but  size  of  contracts  can  be  quite  large  and  the  long-term  nature  of 
the  business  is  attractive.  In  short,  respondent  believes  that,  for  many  vendors,  doing  business 
in  the  federal  market  is  like  holding  bonds  in  place  of  stocks. 

Importantly,  federal  customers  are  increasingly  interested  in  learning  what  vendors  are 
doing/have  done  in  the  commercial  market  (while  the  reverse  is  much  less  common).  Keane 
often  takes  commercially  tested  practices  and  applies  them  to  work  in  the  federal  government. 

Keane  [#6] 

Respondent  has  20  years  of  experience  in  the  IT  industry,  including  consulting.  His 
background  includes  work  at  Wang  where  he  managed  outsourcing  projects  prior  to  coming  to 
Keane.  At  Keane,  he  works  for  both  internal  and  external  clients.  His  outsourcing 
responsibilities  include  sales  and  delivery. 

Background 

Outsourcing  comprises  about  50%  of  Keane’s  total  revenues.  Of  that,  work  for  commercial 
clients  represents  about  80%  of  outsourcing  revenues:  work  in  the  federal  market  represents 
about  20%  of  total  outsourcing  revenues.  Management  believes  that  this  is  an  optimal 
diversification  for  the  company.  Overall,  the  federal  unit  represents  about  10-15%  of  total 
company  revenues. 

Growth  Prospects 

Keane  sees  excellent  potential  for  growth  of  its  public  sector  business,  federal  as  well  as  state 
and  local  government.  Beyond  that.  It  sees  good  opportunity  In  financial  services,  insurance, 
manufacturing  and  utilities — which  is  currently  experiencing  unfavorable  market  conditions. 
Telco  is  another  market  for  good  growth. 

Keane  does  a lot  of  what  it  calls  “backfilling”  gaps  in  customer  resources  by  deploying  contract 
staff  either  on  site,  or  at  a remote  location.  (Sometimes  “remote”  is  only  a few  blocks  away 
from  the  customer’s  premises.)  In  addition,  Keane  sends  customer  work  to  its  own  “remote” 
data  center  in  Halifax,  Nova  Scotia. 

Keane  has  done  some  deals  to  provide  HR  solutions  and  is  strong  in  system  integration. 

These  markets  remain  attractive. 

Market  Trends 

Customers  are  developing  a much  higher  comfort  level  than  ever  before  with  the  outsourcing 
of  more  comprehensive  departmental  functions.  They  like  the  idea  of  IT-oriented  facilities 
management  with  us  as  a partner. 

Some  consultants  are  now  charging  a “success  fee”  for  introducing  vendors  to  prospective 
customers.  Example:  Everest,  which  has  a vendor/client  exchange  service.  Clients  are 
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typically  aware  of  consultant  fees,  but  consider  them  part  of  the  total  cost  of  a deal.  While 
consultants  never  take  responsibility  for  a client’s  decision,  it  is  clear  that  there  are  times  when 
they  are  able  to  dictate  to  the  customer  which  vendor  to  select. 

However,  the  use  of  consultants  doesn’t  eliminate  the  need  for  a good  sales  and  marketing 
effort.  Consultants  can  be  a positive  element  of  the  total  sales  process,  particularly  if  they  have 
strong  personal  relationships  and  reputations. 

Important  outsourcing  consultants  include,  in  addition  to  Everest,  Gartner,  Technology 
Business  International  (TBI),  Technology  Partners  International  (TPI)  and  Transition  Partners, 
along  with  The  Outsourcing  Institute. 

Vendors  entering  the  market  need  to  convince  these  consultants  of  their  value  proposition. 

Barriers  to  Entry 

The  greatest  barrier  to  entry  in  new  markets  is  lack  of  name  recognition.  Even  with  a $100 
million  federal  unit,  Keane  must  partner  with  other  vendors  as  a key  element  of  its  application 
management  market  strategy. 

Success  in  a new  market  depends  largely  on  developing  differentiators,  i.e,  ways  to  separate 
you  from  the  crowd  of  other  vendors  whose  names  are  already  known.  While  partnering  is 
usually  necessary,  some  vendors  partner  reluctantly  and  only  at  customer  insistence. 

There  is  an  advantage  to  being  in  both  the  federal  and  commercial  markets.  While  the  federal 
customer  wants  to  “commercialize”  IT  solutions,  commercial  customers  tend  not  to  be 
impressed  (at  least  initially)  with  work  done  in  the  federal  market.  Eventually,  however, 
commercial  customers  come  to  appreciate  the  quality,  methodology  and  process  of  work 
done  for  federal  customers. 

Availability  of  Capital 

There  isn’t  a great  need  for  large  amounts  of  capital  for  upfront  investments  in  connection  with 
most  outsourcing  deals.  Most  costs  result  from  acquiring  customer  staff.  Even  so,  these  costs 
are  built  into  the  financial  structure  of  the  entire  deal.  While  the  data  center/  infrastructure 
outsourcing  business  may  be  an  exception,  this  is  not  the  most  attractive  segment  of  the 
commercial  outsourcing  market  for  other  reasons.  It  has  been  commoditized  and  reduced  to 
single-digit  profit  margins. 

Market  Trends 

Customers  are  getting  into  more  sophisticated  types  of  contracting  and  they  are  using  outside 
consultants.  There  is  increasing  pressure  to  improve  SLA  promises.  The  challenge  is  to 
deliver  business  value  based  on  demonstrable  metrics  and  performance  measurements. 
Historically,  the  federal  market  has  been  more  demanding  in  this  regard  than  the  commercial 
market,  but  that  is  changing  rapidly.  There  is  much  business  available  for  maintenance  of 
legacy  IT  systems,  but  this  work  is  being  rapidly  commoditized  and  is  no  longer  considered 
attractive  by  vendors. 

If  you  look  at  the  IT  outsourcing  market  from  the  top  down  from  the  vendor’s  point  of  view,  the 
most  profitable  types  of  business  are: 

• A combination  of  new  application  development  and  maintenance  of  existing  applications 

• Consulting-oriented  work  to  plan,  build  and  strategize  new  IT  structures 

• Least  profitable  is  data  center  management  and  transaction  processing. 

Also  attractive,  application  management  contracts  that  include  e-solution  development  work. 
Keane’s  formula  is: 

• Plan  - consulting,  strategy 

• Build  - e-solutions.  Web-enablement 

• Manage  - full  application  management  outsourcing  and/or  development,  data  center 
management  (or  federal  seat  management) 

Litton/PRC  [#1] 

This  respondent  has  a high  level  position  in  the  company’s  outsourcing  organization.  Project 
managers  report  to  him.  He  has  overall  responsibility  for  contract  “capture”  and  management. 

Background 

Depending  on  one’s  definition  of  outsourcing,  Litton/PRC  does  about  $175  million  annually  in 
outsourcing,  representing  about  95%  in  the  federal  sector  and  the  remaining  5%  in  the  non- 
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federal  public  sector.  On  a dollar  basis,  outsourcing  accounts  for  about  25-30%  of  total 
revenues. 

Parent  Litton  Industries  does  commercial  outsourcing,  but  those  activities  are  totally  separate 
from  the  Litton/PRC  unit. 

[A  contract  at  Federal  Data/Logicon  speculated  that — after  the  Northrop  Grumman  acquisition 
of  Litton  Industries,  Litton/PRC  would  be  folded  Into  the  Fed  Data/Logicon  unit.  Flowever,  this 
respondent  believed  that  the  it  would  likely  be  joined  directly  to  Northop.  The  matter  is  as  yet 
unresolved.] 

Markets 

Litton/PRC  has  been  active  in  the  staff  augmentation  and  [physical]  asset  management. 
Currently,  the  company  is  most  active  in  the  following  outsourcing  markets: 

• Seat  management 

• Network  management 

• Help  desk 

• Application  management 

• Storage  on  demand  (SAN  - storage  area  networks)  where  Litton/PRC  owns  and  operates 
the  storage  servers  for  clients 

The  company  is  attempting  to  diversify  away  from  federai  market  seat  management  and  into 
the  sate  and  iocai  government  markets,  especiaily  for  data  storage,  which  is  experiencing 
huge  growth.  In  the  area  of  asset  “takeover”  or  management,  company  has  only  one  contract 
for  $15  million  (a  GSA  seat  management  contract).  The  storage-on-demand  business  is  still 
small,  but  Litton/PRC  expects  “tremendous”  growth  in  this  market. 

Why  diversify  by  moving  into  the  commercial  market? 

Management  wants  to  promote  value  of  “dual  use”  technology. 

We  have  found  that  our  federal  market  skill  sets  apply  well  to  the  needs  of  commercial  market 
clients. 

Ultimately,  we  see  better  growth  potential  in  the  commercial  market  than  in  the  federal  market. 

Our  success  in  the  commercial  storage  network  business  has  encouraged  us  to  continue  in 
this  direction. 

How  is  this  migration  from  federal  to  commercial  market  being  managed? 

We  began  the  process  7-8  years  ago.  We  now  have  a different  Web  site  for  commercial 
business  (www.outsourceprc.com).  Here,  we  make  a point  of  NOT  promoting  our  federal 
market  experience  because  we  have  no  name  recognition  in  the  commercial  market. 

Our  strategy  is  to  pursue  OEM  partnerships  in  both  the  federal  and  commercial  markets  as  a 
way  to  advance  the  promotion  of  our  capabilities  with  commercial  customers.  We  make  a point 
of  avoiding  direct  competition  with  the  top-tier  vendors  such  as  IBM  Global,  CSC  and  EDS. 

Barriers  to  entry  to  the  commercial  market? 

Lack  of  name  recognition  or  brand  franchise  among  commercial  customers.  Trust  is  the  critical 
element  of  the  vendor/client  relationship  and  it  isn’t  easy  to  create  it  in  the  short  term. 

We  depend — to  tell  the  truth — on  the  value  of  the  “Litton”  name,  which  has  cachet,  even 
though  it  hasn’t  been  used  on  consumer  products  for  many  years. 

On  the  other  hand,  had  we  been  “blessed”  with  a name  such  as  “Fed  Data,”  we  wouldn’t  have 
had  a prayer  of  success  in  this  migration  to  the  commercial  market. 

Commercial  business  operates  along  totally  different  lines  than  federal  business,  i.e.,  fixed- 
price  contracts.  Federal  contracts  are  usually  more  flexible. 

Upmarket,  or  Downmarket  Trend? 

Regarding  an  “upmarket,”  or  “downmarket”  strategy,  Litton/PRC  sees  low-margin  seat 
management  as  a way  to  get  the  foot  in  the  door  for  more  profitable  business,  such  as  network 
storage.  Regarding  profit  margins,  we  believe  that — in  general — the  more  remote  work  that 
can  be  done  on  a remotely  managed  basis  and  the  less  labor-intensive,  the  more  profitable. 

Capital  Investments  for  Outsourcing 

On  the  issue  of  capital  investments,  we  don’t  find  capital  availability  a constraint  because  there 
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are  numerous  sources  of  financing,  such  as  GM  Capitai,  when  needed.  Capital  commitments 
do  raise  the  risk  level,  but  the  risk  is  seldom  with  the  hardware.  Deals  fall  apart  based  on 
service  shortfalls.  As  a result,  if  we  need  to  dispose  of  contracted  equipment  whose  purchase 
was  financed,  customers  almost  never  ask  us  to  pick  it  up.  They  usually  buy  us  out  at  the  end 
of  a contract  agreement.  We  see  outsourcing  project  risk  in  two  levels:  1-staffing;  2-assets. 

Types  of  Outsourcing  Done  Most  Profitably 

For  us,  the  most  profitable  type  of  outsourcing  business  is  network  services  and  remote 
storage.  Desktop  services  trails.  In  our  experience,  commercial  contracts  are  usually  at  least 
twice  as  profitable  as  federal  ones,  i.e.,  with  20%  margins  rather  than  10%.  We  would  enter  a 
market  with  low  profit  margins  (5-6%)  only  if  we  thought  there  was  good  potential  to  move  the 
business  up  quickly  to  the  10-12%  level. 

This  group  accounts  for  20%  of  total  revenues. 

There  are  no  staff  training  problems  that  are  critical  to  our  group. 

Barriers  to  Entry 

Greatest  problems  related  to  transition  from  federal  to  commercial  outsourcing: 

The  commercial  world  is  vast,  it  is  difficult  to  pitch  to  prospective  customers  in  vertical 
industries  without  demonstrated  expertise  in  that  vertical. 

Transition  requires  an  entirely  different  sales  staff  that  is  commercial  oriented. 

Also,  the  competitive  bidding  process  in  these  markets  differs  markedly.  Overall,  costs  in  the 
commercial  market  run  higher.  SLAs  differ  as  well.  Note:  SLA  expectations  in  the  federal 
sector  are  rising  (they  had  been  significantly  lower  than  in  the  commercial  sector). 

Our  areas  of  outsourcing  expertise  include: 

Help  desk 

Storage  on  demand  (for  customers  that  don’t  want  to  buy  new  storage  capacity  directly,  but 
prefer  that  the  vendor  put  his  own  equipment  on  the  customer’s  site  and  operate  it). 

The  key  to  success,  for  us,  in  the  data  storage  market  is  to  be  able  to  set  up  hardware  at  the 
customer’s  facility.  It  can  also  be  done  remotely  at  our  facility,  but  there  is  more  competition  in 
that  approach.  We  like  going  to  the  customer’s  site  because  it  (literally)  gives  us  a foot  in  the 
door  with  potential  for  increased  account  penetration. 

Greatest  Potential  New  Market 

We  see  the  best  potential  for  commercial  outsourcing  business  in  the  financial  vertical 
(banking  and  insurance),  utilities  (esp.  natural  gas  companies),  health  care,  entertainment. 

Most  important,  in  the  commercial  market  the  customer  must  have  confidence  in  the  vendor  as 
a partner.  At  the  same  time,  the  customer  expects  the  vendor  to  be  profitable.  Therefore,  as 
changes  are  made  to  the  original  contract  agreement,  customers  understand  that  costs  can 
rise  and  they  are  willing  to  pay.  All  of  this  is  much  more  difficult  in  the  federal  market.  Often, 
FAR  is  used  as  an  excuse  to  deny  changes  in  the  contract,  or  to  pay  additional  costs.  In  the 
end,  it  is  more  difficult  to  make  money  in  the  federal  market. 

Computer  Modeling 

We  have  no  master  computer  model  for  computing  the  profitability  of  a contract. 

Sales  & Marketing 

The  commercial  market  has  higher  sales  and  marketing  costs.  As  noted  earlier,  it  will  cost 
substantial  amounts  of  money  to  achieve  name  recognition  initially  in  the  commercial  market. 
Note  that  many  sales  and  marketing  practices  that  are  standard  in  the  commercial  market  are 
prohibited  in  the  federal  market. 

Lockheed 
Martin  [#4] 

Background 

Respondent  has  responsibility  for  IT  outsourcing  strategy  and  business  development  in  the 
commercial  Integrated  Business  Solutions  (IBS)  division.  He  also  manages  alliances  and 
partnering  relationships.  He  began  his  career  at  PMS  in  the  insurance  industry. 

All  of  this  division  comprises  commercial  client  work.  It  does  no  federal  business.  Federal 
outsourcing  is  done  through  the  Information  Support  Systems  division,  which  provides 
technical  services  to  government  agencies. 
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Best  Market  Potential 

Respondent  sees  the  best  potential  for  new  IT  outsourcing  business  in  the  financial  services 
and  utilities  industries.  Utilities  are  particularly  attractive  due  to  deregulation  and  the  turmoil 
surrounding  changing  market  relationships. 

Of  Lockheed  Martin’s  total  revenues,  IT  outsourcing  plays  a small  role,  comprising  less  than 
$1  billion  annually.  This  is  split  about  half  federal,  half  commercial.  The  division  does  NO 
transaction  processing.  The  company  also  does  some  business  in  the  state  and  local 
government  market  segment,  which  amounts  to  about  $400  million  annually. 

Market  Outlook 

In  terms  of  types  of  outsourcing,  respondent  sees  the  best  growth  potential  in  BPO  work. 
Nevertheless,  he  believes  that  the  IT  outsourcing  market  is  moving  in  two  directions 
simultaneously,  toward  increasingly  comprehensive  as  well  as  toward  “low-end,"  specific- 
application  services  and  transaction  processing. 

The  answer  depends  on  who  is  making  business  decisions.  CEOs  think  in  terms  of  BPO  (“big 
picture”)  or  ASP  (“BPO  by  the  drink”). 

The  IBS  division  has  chosen  NOT  to  organize  around  vertical  industries.  Instead,  it  targets 
large  multinational  customers  that  want  to  buy  services  only.  IBS  has  no  interest  in  acquiring 
customer  assets  or  managing  facilities. 

IBS  can  build  e-business  centers,  but  would  prefer  to  do  remote  application  management  for 
clients  who  don't  want  to  own  their  own  data  centers.  Also,  IBS  would  like  to  sell  special 
solutions  such  as  supply  chain  management. 

IBS  does  not  believe  in  “building  ahead  of  the  curve,”  i.e.,  running  the  risk  of  excess  capacity 
in  either  equipment  or  staff.  It  strives  to  stay  just  slightly  ahead  of  demand.  In  this,  and  other 
ways,  IBS  benefits  from  its  experience  in  both  the  U.S.  and  South  America. 

Barriers  to  Entry 

The  most  important  barriers  to  entering  a new  market  are  mainly  organizational,  and 
secondarily  financial.  A vendor  needs  ample  funds  to  be  taken  seriously  in  the  market. 
Vendors  with  limited  financial  resources  should  confine  their  offer  to  remote  application 
management  as  a solution  to  customers’  constraints  due  to  the  skills  shortage. 

IBS’  policy  is  to  avoid  capital  risk.  Contract  cycles  are  shorter  in  the  commercial  sector, 
typically  3-5  years  rather  eight,  as  is  common  in  the  federal  sector.  A typical  IBS  deal,  such  as 
Gateway  computer,  can  be  implemented  in  120  days. 

In  respondent’s  opinion,  the  government  is  a better  buyer  than  commercial  market  buyers  of  IT 
outsourcing  services.  Reason:  the  government  knows  how  to  deal  with  outsourcing  services 
and  has  senior  executive  IT  managers.  In  the  commercial  market,  outsourcing  project  liaison  is 
often  handed  over  to  junior  IT  staff. 

IBS  rejects  deals  if  a customer  is  deemed  “unsuitable,”  for  example,  if  the  company  has  never 
done  outsourcing,  and  doesn’t  use  a consultant  or  lawyer.  In  such  cases,  the  likelihood  of  loss 
or  litigation  is  higher  and  the  quality  of  the  RFP  is  lower. 

One  red  flag:  when  outsourcing  is  called  in  as  a solution  to  a troubled  M&A  relationship. 

Changes  in  the  Market 

The  most  important  change  over  recent  years  has  been  the  government’s  decision  (mainly 
DoD)  to  give  up  insisting  on  “bespoke,”  or  customized  IT  solutions,  either  equipment  or 
software.  Now,  the  government  prefers  to  by  commonly  available  solutions  off  the  shelf.  This 
represents  a big  change. 

Another  important  change  has  been  the  increasing  use  of  outsourcing  consultants  by 
customers.  Today  it  is  common  to  spend  5%  of  the  total  contract  value  on  paying 
consultants — and  they  work  for  both  customers  and  vendors. 

Preferences 

IBS  would  prefer  to  do  high-end,  high  value-added  e-business  projects,  but  to  date  the 
company  has  done  somewhat  small  deals,  which  are  typically  broken  in  to  pieces  and 
awarded  to  multiple  vendors. 

IT  infrastructure  management  is  still  profitable,  but  it  is  very  difficult  to  differentiate  yourself  in 
this  segment  from  your  competitors.  The  skills  have  been  commoditized.  Also,  these  projects 
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are  complex  and  require  highly  developed  project  management  skills  on  the  part  of  the  vendor. 

This  is  a perennial  challenge:  how  to  differentiate  your  company  and  your  offer  from 
competitors.  IBS  doesn’t  play  in  the  same  league  as  IBM,  EDS  and  CSC.  IT  targets  deals  in 
the  hundreds  of  millions  of  dollars,  not  billions. 

Respondent  describes  IBS  as  “big  enough  to  do  the  job,  but  small  enough  to  give  attention  to 
customer  needs.  In  contrast,  for  a company  such  as  IBM,  NO  deal  is  big.  IBM  has  a pipeline  of 
$1  billion  deals.  For  IBS,  the  “sweet  spot”  is  a deal  in  the  $100-500  range.  There  it  can 
compete  effectively.  IBS  bills  itself  as  a “full-term  participant”  that  is  more  accessible  to  client 
managements. 

Barriers  to  Entry 

Lack  of  name  recognition  in  a market  is  certainly  a major  handicap.  The  solution  is  to  deliver 
skills.  Lockheed  Martin  provides  an  advantageous  pool  of  resources.  IBS  can,  when 
necessary,  get  hold  of  expert  staff  from  anywhere  In  the  Lockheed  Martin  universe. 
Intercompany  transfers  are  used.  Also,  divisions  can  award  intercompany  subcontracts,  or 
“hire”  internally.  And  the  company  hires  off  the  street. 

LM  has  a strong  Chief  Technology  Officer.  In  addition,  “business  acquisition  skills”  are 
transferable  between  federal  and  commercial  markets.  The  principal  barriers  are  the  differing 
financial  and  accounting  systems  used  in  these  two  markets.  Also,  the  nomenclature  used  is 
different. 

At  IBS,  staff  (technical  and  sales)  working  on  commercial  projects  is  generally  kept  separate 
from  those  working  on  federal  projects.  Yet,  there  have  been  transfers  between  the  two 
groups  (but  not  all  are  successful).  A transfer  from  the  commercial  to  the  federal  market  is  less 
likely  to  be  successful. 

Bid  Process 

IBS  uses  an  in-house  model  to  compute  the  cost  (and  profit)  from  contract  bidding.  Typically, 
outsourcing  is  a low-margin  business  in  the  early  years.  In  the  past,  IBS  tried  to  take  the 
“business  case”  of  the  customer  into  account  (stage  in  company  life  cycle).  Now,  IBS  prefers 
multiyear  deals  whose  revenues  are  booked  on  a percentage  completion  basis.  IBS  prepares 
bids  on  a forecast  of  total  contract  costs. 

Sales  and  Marketing  Costs 

Most  outsourcing  transactions  make  provision  for  imbedded  sales  and  marketing  costs  along 
with  technical  costs.  In  respondent’s  opinion,  marketing  costs  are  lower  with  commercial 
outsourcing  deals  because  the  federal  procurement  process  can  be  quite  lengthy.  For 
example,  a $750  million  federal  market  deal  took  three  years  to  negotiate  and  cost  LM  millions 
in  expense.  In  contrast,  a commercial  deal  valued  at  $350  million  required  only  12  PowerPoint 
slides  to  close  the  sale. 

Key  point:  you  must  know  who  the  decision-makers  are. 

IBS  wants  to  do  deals  that  are  big  enough  to  eliminate  smaller  competitors.  Above  $1  billion, 
there  are  only  a few  players. 

IBS  doesn’t  make  low-margin  contract  bids  in  the  hope  that  we  will  be  able  to  scrounge  some 
profit  out  of  the  deal  in  future  years.  This  is  simply  self-deceptive  thinking. 

Sales  and  Marketing 

Vendors  should  establish  good  contacts  with  the  principal  outsourcing  consultants.  Including 
Transaction  Business  International  (TBI),  Transaction  Partners  International  (TPI),  Transition 
Partners,  KPMG,  the  Outsourcing  Institute,  and  the  Outsourcing  Exchange.  Also,  vendors 
should  participate  in  industry  conferences  and  events. 

Respondent  doesn’t  believe  that  vendors  in  the  commercial  IT  outsourcing  market  don’t  need 
hundreds  of  salesmen.  They  only  need  to  establish  contact  with  these  few  consultants 
mentioned  above.  Using  them  effectively  can  leverage  a vendor’s  business  from  zero  to  $1 
billion  in  4-5  years. 

Take  Exult  as  an  example.  It  went  from  zero  to  $3  billion  in  one  year — ^with  no  sales  force.  The 
company  focuses  on  large  BPO,  single  contracts  annually. 

Any  vendor  can  enter  the  commercial  market  quickly  and  make  a big  impact  by  using 
consultants.  No  need  to  establish  a geographically-oriented  sales  force. 

There  is  much  pricing  pressure  and  commoditization  of  services  In  the  IT  outsourcing  market. 


185 


© 2001  by  INPUT.  Reproduction  Prohibited. 


CYNDC1 


A Special  Analysis  of  the  U.S.  Commercial  IT  Outsourcing  Market 


INPUT 


As  a result,  it  is  very  important  to  avoid  excessive  SG&A  spending — especiaily  because  these 
costs  don’t  rise  in  proportion  to  the  size  of  the  deal.  They  remain  the  same.  Ergo,  it  is  more 
cost-effective  to  target  larger  deals. 

To  what  extent  are  customers  price  sensitive? 

in  the  federal  market,  established  procurement  processes  level  our  prices.  In  that  market,  if 
you  exceed  your  competitor’s  bid  by  5%,  you  are  out  of  the  game.  Price  is  important  and  high- 
priced  vendors  are  eliminated  early.  In  contrast,  while  pricing  is  important  in  the  commercial 
market,  the  environment  is  more  elastic,  assignments  and  processes  more  varied. 

Changes  in  Customer  Motivation 

In  the  1980s,  customers  used  outsourcing  mainly  to  achieve  cost-savings.  In  the  1990s, 
customers  are  outsourcing  because  they  lack  the  internal  IT  staff  required  to  meet  their  needs. 
Also,  they  give  much  more  priority  to  time-to-market  issues.  Timing  is  critical  and  outsourcing 
is  seen  as  a shortcut  to  market. 

Relevance  of  Customer  Size  by  Revenue 

Customer  size  by  revenue  is  an  important  marketing  criterion  because  it  bears  a direct  relation 
to  the  size  of  the  outsourcing  deal  that  can  be  put  together,  i.e.,  customer  spending  is  linked  to 
revenue  by  a certain  percentage.  However,  as  indicated  above,  ALL  of  IBS’  outsourcing  deals 
were  won  through  relationships  with  consultants  (who  are  paid  $2,000  daily).  Note  in  particular 
the  success  of  The  Outsourcing  Institute  (OSI)  in  bringing  vendors  new  business. 

Also  worth  noting,  consultants  like  OSI  are  attempting  to  set  up  a new  electronic  marketplace 
that  will  match  outsourcing  customers  and  vendors. 

Union  Policy 

IBS  does  have  some  experience  with  unions,  but  mainly  on  the  federal  side. 

Perot  Systems 
[#22] 

Background 

Personally,  the  respondent  manages  client  relationships.  As  a company,  Perot  assists 
customers  with  aligning,  managing  and  applying  technology  toward  client  business  objectives. 

Respondent  has  been  in  the  IT  outsourcing  field  for  five  years.  He  began  his  career  at  EDS 
where  he  achieved  Inner  Circle  Status  as  one  of  the  top  sales  people  globally.  He  now 
represents  Perot  System’s  Integrated  Solutions  Group  and  is  one  of  the  top  sales  people 
representing  this  group. 

Market  Position 

Perot  Systems  does  no  business  at  all  in  the  U.S.  federal  market. 

In  which  vertical  industries  do  you  see  the  best  growth  potential  for  IT  outsourcing? 

Financial  Services,  Manufacturing  and  Healthcare 

Is  your  business  moving  “upmarket”  toward  entire  business  processes  or 
“downmarket”  toward  more  commodity  transaction  processing? 

Perot  Systems  is  focused  on  the  “upmarket”. 

How  would  you  categorize  the  most  important  barrier  to  entering  a new  market, 
Financial?  Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 

Respondent  believes  that  financial  and  organizational  are  equally  difficult  barriers.  Successful 
existing  business  units  are  competing  for  the  same  capital  resources  and  have  a proven  track 
record  and  history.  One  of  the  key  areas  affecting  your  ability  to  obtain  capital  is  the  proposed 
organizational  structure.  Financial  and  organizational  alignment  should  be  considered  part  of 
your  strategy  while  marketing,  technical,  and  staffing  is  more  tactical  in  nature  and  is 
something  you  can  leverage  from  existing  business  units. 

To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new 
outsourcing  business? 

As  we  all  know  pursuit  cost  can  be  very  expensive.  With  that  being  said,  capital  to  pursue  an 
opportunity  that  we  believe  has  a high  probability  of  Perot  Systems  being  successful  is  not  a 
factor  in  our  opportunity  pursuits.  Capital  allocation  requests  for  pursuits  are  denied  only  when 
we  perceive  there  is  a less  than  average  chance  of  being  successful. 

What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

The  ability  to  do  something  better,  faster  and  cheaper  is  the  price  of  entry  today.  Clients  today 
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are  looking  for  strategic  partners  that  offer  breadth  and  depth.  Clients  are  seeking  ways  that 
they  can  drive  business  to  fewer  partners  and  hold  them  accountable  for  the  results.  Basically 
treating  their  service  providers  as  an  extension  of  their  IT  department  and  business  units. 

One  other  area  that  we,  the  incumbents,  seem  to  be  ignoring  is  the  possibility  of  new 
competitors  in  our  space.  We  have  done  a very  good  job  of  warning  our  ciients  that  in  the  new 
economy  paradigm  competitors  are  in  every  vertical.  We  point  to  Enron  and  others  as 
examples.  The  creation  of  shared  services  groups  that  are  independent  of  their  parents 
possess  industry  knowledge,  relationships,  and  an  understanding  of  industry  applications  and 
technologies  that  can  be  tapped  as  solutions.  They  have  been  authorized  to  capture  revenue 
from  other  firms  but  because  of  their  organizationai  structure  have  not  been  successful.  I see 
these  as  potential  back  office  competitors.  One  the  front  end  what  if  Amazon,  Yahoo  or  Ebay 
decided  to  get  into  the  CRM  space?  The  virtual  companies  we  are  building  today  possess  the 
skillsets  and  knowiedge  to  be  our  potential  competitors  tomorrow. 

Top  down,  which  types  of  outsourcing  can  you  do  most  profitabiy?  (Reasons?) 

Business  Process  Outsourcing:  Most  organizations  today  view  the  automation  of  a business 
process  as  a major  miiestone,  and  in  many  cases  it  is.  However,  the  true  value  is  to 
determine  if  the  process  is  worth  automating  to  begin  with.  Business  Process  Automation 
provides  the  initial  quick  hit  to  secure  funding  from  CapX.  The  real  value  though  is  how  a 
particular  process,  or  subprocess,  can  be  redesigned  and  measured  to  become  better  aligned 
to  the  corporate  vision  and  strategy.  The  inefficiencies  once  identified  and  resolved  deliver 
significant  operationai  and  cost  improvement  and  in  some  situations  positively  affect  top  line 
growth. 

Application  Outsourcing:  We  have  the  ability  to  transfer  this  work  to  a JV  in  India,  HPS,  that  is 
a Managed  Levei  5 of  the  Capability  Maturity  Model  for  the  Software  Engineering  Institute. 

This  disciplined  process  approach  provides  us  with  efficiencies  that  reduce  the  time  and  risk  in 
making  enhancements  and  performing  maintenance  of  the  chosen  application.  Additionaliy 
the  Indian  labor  rates  are  significantly  lower  than  U.S.  based  rates  allowing  us  to  perform  this 
service  better,  faster  and  cheaper  than  our  clients. 

Web  Management  Services:  The  ability  to  combine  our  infrastructure  competency  with  HPS 
enables  Perot  Systems  to  compete  very  effectively  in  this  space,  especially  when  the 
requirement  is  high  avaiiability  supporting  a mission  critical  application. 

Program  Management:  Perot  Systems  wiil  outsource  the  management  of  a singie  or  multiple 
projects  and  leverage  ours,  or  the  clients,  project  management  methodology.  These 
engagements  typically  involved  some  type  of  risk/reward  component  which  significantly 
increases  the  operational  margins  for  Perot. 

In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Enterprise  outsourcing  today.  BPO  in  the  future. 

What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 

Each  opportunity  is  assigned  a cost  center  where  all  expenses  for  people  and  material  are 
assigned. 

Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are 
made  over  time? 

All  opportunities  are  modeled  with  assumptions  of  the  desired  target  level  that  we  believe  we 
can  achieve  and  are  reviewed  periodically. 

How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federal  vs  commercial?) 

Currently,  Perot  Systems  does  not  compete  for  Federal  contracts.  This  should  provide  the 
strongest  answer  of  the  burden  in  pursuing  that  business.  As  for  commercial,  we  are  selective 
on  what  we  pursue  so  the  overall  cost,  while  expensive,  is  not  over  burdensome. 

Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 
outsourcing  deals?  (Strategy?) 

NO 

What  is  your  policy  toward  dealing  with  unions?  (How  important?) 

There  is  no  specific  policy.  Each  contract  is  addressed  on  a case  by  case  basis. 

How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial) 
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market?  What  would  you  need  to  do  to  become  ready? 

We  are  prepared  to  bid  any  contract  we  choose  to  pursue  in  the  commercial  space. 

What  changes  are  you  seeing  in  customer  motives  for  outsourcing  iT? 

Customers  are  not  looking  for  cost  reduction  as  the  primary  reason  to  outsource.  Service 
levels  and  value  to  the  business  units  are  what  they  are  focused  on  today.  This  should  be 
expected  since  most  are  evaluated  based  on  customer  satisfaction  surveys. 

To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Companies  of  any  size  can  benefit  from  an  outsourcing  relationship.  The  ability  to  select  a 
partner  you  can  trust  and  focus  on  core  competencies  offers  significant  value. 

In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in 
general,  and  control  of  proprietary  data  in  particular? 

Customers  are  sensitive  to  the  areas  of  control  & IP.  Control  has  not  been  a sticking  point.  If 
there  are  elements  In  the  outsource  that  include  proprietary  data,  ownership  of  the  data 
remains  the  clients  but  the  processes  we  put  in  place  to  manage  that  information  remains 
Perot’s  IP.  Clients  typically  do  not  have  an  issue  with  you  maintaining  the  IP  you  bring  to 
them,  it’s  the  IP  you  develop  with  them  that  can  become  a sensitive  area. 

Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference? 
trend?) 

Today  the  bulk  of  our  business  is  bundled  but  we  are  moving  towards  unbundled.  Our 
preference  is  to  manage  in  a bundle,  but  It  doesn’t  matter  what  we  want,  it’s  what  the  client 
wants  and  feels  comfortable  with  in  the  scope  of  a relationship. 

Raytheon  [#7] 

Background 

The  respondent  has  been  an  observer  as  well  as  a participant  in  the  outsourcing  initiatives  of 
various  government  agencies.  At  Raytheon,  he  played  a key  role  in  preparing  the  company’s 
bid  for  the  NSA’s  Groundbreaker  contract.  All  of  his  professional  experience  has  been  in  the 
federal  market.  Currently,  Raytheon  does  less  than  5%  of  its  business  in  commercial  markets. 

Market  Potential 

While  there  is  great  potential  for  growth  in  all  segments  of  both  the  federal  and  commercial 
outsourcing  market,  Raytheon  targets  in  particular  the  intelligence  agencies — all  of  which  are 
watching  the  development  of  the  Groundbreaker  contract  in  order  to  decide  whether  to  follow. 

Market  Direction 

The  outsourcing  market  as  a whole  is  definitely  moving  “upmarket.”  By  this,  respondent  meant 
a trend  toward  outsourcing  that  included  hardware  as  well  as  people.  Also,  he  called  this 
“privatization”  in  distinction  from  “outsourcing.”  The  distinction  hinges  on  whether,  or  not,  the 
vendor  takes  responsibility  for  staffing  and  staff  operations  ONLY,  or  takes  responsibility  (if  not 
ownership)  of  hardware  and  networks  as  well.  Much  federal  outsourcing  involved  rather 
transparent  switches  whereby  employees  left  their  offices  on  Friday  as  civil  servants  and 
returned  on  Monday  to  the  same  jobs  in  the  same  offices  as  private  contractors. 

As  originally  conceived,  Groundbreaker  was  supposed  to  be  a privatization,  whereby  the 
vendor  would  take  responsibility  for  hardware  as  well  as  people.  For  political  reasons  internal 
to  the  NSA,  the  final  contract  was  scaled  back  to  mere  outsourcing,  as  defined  above.  The 
respondent  saw  this  as  a great  retreat  and  reacted  with  disappointment. 

On  the  subject  of  the  NSA,  the  respondent  was  quite  gloomy.  He  said  that  the  Cray 
supercomputers  the  agency  had  purchased  a few  years  ago  would  be  obsolete  within  4-5 
years.  Even  now,  Raytheon  believes  it  could  build  an  array  of  parallel  processors  that  could 
equal  or  outperform  the  Cray  supercomputers. 

As  an  illustration  of  mindset  of  some  members  of  top  management  there,  he  described  the 
desk  of  a high-level  agency  executive;  PC  sits  in  the  comer  under  a dust  cover.  On  the  desk 
sit  a legal  pad  and  pencils.  A secretary  prints  out  e-mail  and  takes  dictation  as  if  it  were  1950. 

Barriers  to  Entry 

Respondent  believes  that  virtually  every  vendor  that  is  active  in  the  federal  market  wants  to 
diversify  by  doing  business  for  commercial  customers.  However,  the  barriers  of  entry  for 
moving  from  the  federal  to  commercial  market  are  formidable.  All  of  the  ones  noted  (financial. 
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technical,  marketing,  organization,  staffing  and  management)  are  relevant.  Vendors  want  to 
leverage  their  federal  experience  into  more  lucrative  work  in  the  private  sector,  yet  they  are — 
in  general — totally  unprepared  for  the  “cut-throat”  nature  of  commercial  competition.  Federal 
salesmen  are  more  collegial  and  adopt  easily  a cooperative  stance  among  each  other.  In 
contrast,  commercial  vendors  have  no  need  to  deal  with  GSA  schedules,  or  similar 
bureaucratic  obstacles. 

Also,  salary  levels  commanded  by  commercial  sales  staff  are  much  higher  than  those 
applicable  to  the  federal  sales  staff.  For  example,  salesmen  work  in  the  federal  market  for 
$75,000  while  their  counterparts  in  the  commercial  market  are  earning  $200-300,000  annually 
in  commission  income. 

Sales  & Marketing 

In  general,  marketing  and  sales  costs  will  be  higher  in  the  commercial  market.  Although 
individuals  are  re-trainable,  it  is  likely  that  a brand  new  sales  staff  would  be  required  by  an 
effort  to  break  into  the  commercial  market  from  a springboard  in  the  federal  sector.  Worth 
noting,  personal  contacts  are  critical  to  success  in  both  markets  and  salesmen  are  likely  to 
have  cultivated  these  contacts  over  a period  of  years  while  working  successfully  in  either  one, 
or  the  other  of  these  markets. 

It  will  be  very  difficult  to  convince  commercial  customers  to  do  business  with  a vendor  that  has 
experience  primarily,  or  entirely  in  the  federal  market.  A very  different  set  of  skills  is  required. 
The  bridge  should  be  technology  and  technical  skills  that  are  transferable. 

Respondent  doesn’t  believe  that  commercial  customers  are  likely  to  be  impressed  by 
reference  clients  in  the  federal  market.  Reason:  commercial  customers  perceive  their  technical 
requirements  to  be  higher. 

When  asked  about  the  level  of  technical  skill  demanded  by  typical  federal  customers, 
respondent  insisted  that  “the  federal  government  doesn't  know  how  to  write  an  effective  SLA.” 

For  example,  the  government  writes  a SLA  that  requires  all  calls  to  be  answered  within  ten 
seconds  of  the  first  ring.  Accordingly,  the  vendor  is  rated  on  his  speed  of  response.  Note:  there 
is  no  metric  for  the  effectiveness  of  the  answer.  As  a result,  vendor  could  get  monkeys  to 
answer  the  telephone  and  still  get  paid! 

Capital  Constraints 

Vendors  incur  virtually  no  capital  constraints  with  traditional  IT  outsourcing.  However,  in  the 
case  of  a privatization  of  government  hardware  assets,  capital  is  required.  Even  so,  monies 
can  typically  be  expended  incrementally  on  the  road  to  a complete  buyout.  The  best  solution: 
credit  the  vendor  from  the  customer's  cost-savings  so  that  the  vendor  acquires  eventual 
ownership  of  assets  at  the  end  of  the  contract  term,  without  the  need  to  make  out-of-pocket 
cash  payments. 

Important  Changes  Underway  in  the  Outsourcing  Industry 

Primary  among  these,  at  least  in  the  federal  market,  is  the  anti-outsourcing  lobby.  Respondent 
believes  strongly  that  union-led  efforts  to  kill  federal  outsourcing  will  lead  to  disaster.  The  A-76 
machinery  in  place  that  attempts  to  verify  the  cost-effectiveness  of  outsourcing  is  not  working 
well  because  of  the  many  difficulties  in  the  way  of  computing  federal  costs.  “Savings”  can  be 
deceptive,  primarily  because  they  ignore  the  need  for  technology  “refresh.”  The  desire  of 
federal  employees  to  assure  their  job  security  is  understandable,  but  doomed.  The  skills 
shortage  will  grow  ever  more  acute.  Also,  the  federal  “customer”  is  incapable  of  foreseeing 
technological  advances.  The  slow  procurement  cycle  ensures  that  almost  whatever  is 
purchased  will  be  obsolete,  or  almost  obsolete  by  the  time  it  is  implemented. 

The  skills  shortage  will  worsen.  Why  would  young  techies  want  to  work  for  the  government, 
the  respondent  asks,  when  they  typically  have  more  computing  power  on  their  wrist  watches, 
or  in  their  PDAs  than  they  can  find  on  many  agency  desktops.  Techies  will  be  attracted  to  work 
environments  were  they  can  use  cutting-edge  technology.  Obsolete  federal  hardware  only 
exacerbates  the  flight  of  young  techies  to  the  commercial  sector. 

Financial  Metrics 

Breakeven  on  contracts  is  computed  according  to  a sophisticated  model  that  we  use.  With  it, 
we  can  track  profitability  overtime  and  taking  into  account  changes  that  occur  during  the  life  of 
the  contract. 

In  general,  we  expect  breakeven  to  occur  about  1-2  years  into  a contract,  assuming  an 
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average  term  of  seven  years.  Longer  contracts  clearly  provide  better  opportunities  for 
economies  of  scale.  Upfront  outlays  can  be  problematic.  Respondent  disqualifies  IDIQ 
contracts  from  ever  being  considered  “outsourcing,”  which  is  done  on  a fixed-task,  fixed-cost 
or  cost-plus  basis.  In  respondent’s  opinion,  an  IDIQ  contract  is  “a  license  to  spend  marketing 
dollars.” 

How  Burdensome  are  Sales  and  Marketing  Costs? 

Marketing  and  selling  costs  generated  prior  to  presentation  of  a proposal  are  difficult  to 
contain.  Keeping  such  costs  to  a reasonable  level  is  especially  important  in  the  commercial 
market.  Their  costs  need  to  be  better  focused,  i.e.,  targeted  to  specific  industries  or  industry 
segments.  Vendors  need  to  give  careful  consideration  to  their  core  capabilities  and  show  that 
they  understand  the  needs  of  commercial  customers. 

Staffing 

Generally,  there  are  few  problems  involved  with  absorbing  staff  through  an  outsourcing 
contract — particularly  because  staff  is  usually  guaranteed  no  more  than  two  yeas  of 
employment.  At  that  point,  the  best  can  be  retained  and  promoted;  the  nonperformers  can  be 
let  go.  In  truth,  few  federal  IT  workers  feel  confident  in  their  ability  to  compete  successfully  in 
the  commercial  market.  Even  so,  parity  and  benefits  clauses  are  built  into  outsourcing 
contracts  in  order  to  assure  a high  transfer  rate. 

SAIC  [#20] 

Respondent  has  recently  moved  into  a very  high  level  executive  position  with  responsibility  for 
all  commercial,  and  some  federal  outsourcing  business.  This  new  position  is  more  senior  than 
that  held  by  its  predecessor  and  signals  a significant  reorganization  of  the  vendor’s  approach 
to  outsourcing — primarily  by  piercing  the  stovepipes  between  the  federal  and  commercial 
markets.  Respondent  believes  that  commercial  and  federal  outsourcing  operations  should  be 
operated  separately — but  the  units  should  be  able  to  leverage  each  other’s  assets. 

Respondent  has  30  years  of  experience  in  outsourcing,  beginning  at  the  federal  division  at 
UNISYS.  As  indicated  above,  he  does  not  believe  that  a vendor  operating  in  both  markets  can 
use  the  same  sales  force,  but  he  does  believe  that  the  same  technical  staff  can  work  in  both 
markets.  Beyond  that,  vendors  need  to  pay  attention  to  the  differing  cost  accounting  systems 
used  in  federal  and  commercial  markets. 

Background 

Currently,  50%  of  SAIC’s  total  revenues  of  $5.5  billion  [2000;  FYJan  31]  derive  from  business 
in  the  federal  sector,  50%  from  the  commercial  market.  Of  this, 13%  represents  outsourcing. 
SAIC’s  primary  vertical  markets  are: 

• The  oil  & oas  industry  fbuilt  around  core,  alobal  contracts  with  BP  in  a larqe  joint  venture, 
Entessa,  with  Petavesa,  the  Venezuelan  oil  company; 

• Utilities  - built  on  core  contracts  with  Enterav  and  the  Scottish  Power  authority  (SAIC’s 
largest  contract); 

• State  and  local  aovernment  - built  on  the  core  contract  shared  with  CSC  for  San  Diego 
County,  where  SAIC  is  headquartered.  (While  the  contract  was  announced  as  a CSC  win, 
respondent  commented  that  “SAIC  brought  CSC  into  the  deal.”) 

• Federal  - built  on  core  contracts  with  the  FBI  for  data  security  and 

• SW  engineering 

In  addition,  the  financial  services  and  manufacturing  industries  are  also  important  to  SAIC,  but 
to  a lesser  degree. 

Verticals  with  the  Best  Outsourcing  Growth  Potential 

Primarily  the  oil  & gas  industry,  telecom  / IT,  energy  (including  the  utilities).  Respondent 
believes  that  the  utilities  and  telecom  markets  globally  are  very  attractive  because  of 
continuing  deregulation — which  is  even  a factor  in  the  U.S.,  as  evidenced  by  California.  More 
important,  the  utilities  and  telecom  industries  have  an  established  billing  system  in  place  that 
reaches  all  businesses  and  consumers.  This  puts  them  in  a very  unique  position.  Other  growth 
areas — ^financial  services  and  manufacturing,  to  a lesser  extent. 

Direction  of  Business,  Upmarket  or  Downmarket? 

The  outsourcing  business  has  changed  considerably  since  the  1989-1990  period,  which  was 
dominated  by  the  commodity,  data-  processing  model  for  outsourcing.  During  the  last  ten 
years,  outsourcing  has  become  much  more  “socially  acceptable”  as  a form  of  business  to  be 
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used  in  both  the  commercial  and  federal  markets.  The  government  has  always  used 
contractors:  “outsourcing”  came  later.  Outsourcing  has  only  recently  gone  beyond  the  realm  of 
commodity  data  center  work.  Top-tier  vendors  don't  want  to  be  in  this  market  segment 
because  they  can’t  do  the  work  with  adequate  profit  margins. 

Question;  Does  the  trend  toward  data  centers  devoted  to  Web-hosting  represent  an  exception 
to  this  view? 

No,  because  the  co-location  model  for  Web-hosting  as  exemplified  by  Exodus 
Communications,  which  has  been  essentially  a “real  estate  plus  electricity”  play  is  doomed. 
Exodus  is  losing  money  and  attempting  to  move  toward  a higher  value-added,  higher-margin 
“managed  services”  business  model.  Elsewhere,  this  market  segment  suffers  from  acute 
oversupply.  IBM  and  a host  of  other  vendors  have  been  opening  new  data  centers  around  the 
world,  which  is  leading  rapidly  to  oversupply  relative  to  demand.  This  situation  reduces  Web- 
hosting to  the  level  of  commodity  processing,  drives  prices  down  and  competition  up.  Vendors 
such  as  PSINet  thought  that  they  could  buy  their  way  into  this  market  successfully  (through  the 
Metamor  acquisition),  but  they  learned  that  it  wasn’t  enough  to  purchase  assets;  you  need  to 
know  what  to  do  with  them  (which  PSINet  didn’t). 

Barriers  to  Entry 

The  primary  barrier  to  entry  is  the  need  for  a new  sales  force.  You  can’t  use  the  same 
salesmen  for  the  commercial  market  as  you  did  for  the  federal  market.  Salesmen  need  to  have 
a keen  understanding  of  their  customers’  markets.  Exacerbating  this  situation  will  be  the 
inability  of  salesmen  to  impress  commercial  clients  with  accounts  of  work  done  by  the  vendor 
in  the  federal  market.  In  contrast,  federal  clients  tend  to  be  impressed  by  what  vendors  have 
done/are  doing  in  the  commercial  market. 

Nevertheless,  respondent  thought  that  making  a transition  from  the  federal  to  the  commercial 
market  would  more  difficult  than  the  reverse  due  to  the  complexity  of  the  regulations  that 
govern  the  federal  procurement  process. 

Teaming  with  vendors  already  established  in  a new  market  only  works  if  you  are  small.  A large 
vendor  must  buy  its  way  into  a new  market  by  acquiring  a service  provider  that  is  already 
established  and  respected  based  on  successful,  on-going  business  in  the  new  industry. 

Capital  Constraints 

While  large  infrastructure  outsourcing  deals  require  large  amounts  of  capital,  other  forms  of 
outsourcing  do  not. 

Leasing  arrangements  will  always  represent  a costly,  premium  solution  from  the  client’s  point 
of  view.  He  thought  that  only  an  unsophisticated  customer  would  accept  a leasing 
arrangement. 

The  BOT  option  is  an  acceptable  alternative,  but  one  that  is  not  often  used  because  clients 
seldom  want  to  take  IT  work  back  in-house  once  it  has  been  outsourced. 

Important  Changes  in  the  Outsourcing  Market 

Customers  are  becoming  more  sophisticated  and  outsourcing  is  becoming  more  acceptable. 
CIOs  used  to  oppose  outsourcing:  now,  they  embrace  it.  The  size  of  deals  is  getting  smaller, 
which  reflects — in  part — reluctance  to  give  up  too  much  control  (customers  are  giving  a larger 
number  of  smaller-sized  outsourcing  contracts  to  multiple  vendors). 

Question:  Is  the  role  of  customer-engaged  consultants  becoming  more  common  and  more 
important? 

Yes,  but  consultants  can  create  a conflict  of  interest  with  clients  because  they  are  paid  on  a 
time-spent  basis.  Therefore,  it  is  to  their  interest  to  lengthen  the  sales/proposal/bid  process 
rather  than  shorten  it. 

When  asked  if  vendors  could,  or  should  depend  on  consultants  to  bring  them  into  outsourcing 
deals  in  new  markets,  respondent  commented  that  this  was  a “loser’s  point  of  view,  depending 
on  the  consultants  used.”  He  said  that  Cap  Gemini  had  won  some  excellent  business  through 
TPI  and  other  consultants  because,  while  the  vendor’s  work  was  good,  it  had  little  name 
recognition  in  the  U.S.  market.  Consultants  liked  being  able  to  recommend  a lesser-known,  but 
high-quality  vendor  to  clients  because  it  made  them  appear  more  competent. 

Respondent  emphasized  that  the  use  of  consultants  to  bring  in  outsourcing  business  should 
be  regarded  as  merely  an  alternate  sales  channel,  not  one  that  any  vendor  could  rely  on 
exclusively.  
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Most  Profitable  Kinds  of  Outsourcing  Work 

SAIC  can  do  the  management  and  development  of  SW  applications  most  profitably — along 
with  related  consulting.  For  a somewhat  lower  margin,  it  could  also  do  network  management 
profitably.  Clearly,  data  center  management  and  desktop  management  were  the  least 
profitable  types  of  outsourcing  for  SAIC. 

Burdensome  Sales  and  Marketing  Costs 

In  the  commercial  market,  a vendor  may  spend  more  as  a percentage  of  the  total  size  of  the 
contract.  In  the  federal  market,  vendor  marketing  costs  may  be  lower  as  a percentage  of 
(larger)  sized  contracts,  but  the  absolute  dollar  amounts  will  be  similar  to  costs  in  the 
commercial  market. 

While  the  cost  of  sales  is  higher  in  commercial  markets,  the  gross  profit  margin  is  also 
substantially  higher,  so  deals  in  that  market  can  bear  the  higher  sales  costs  without 
depressing  net  profits. 

Problematic  Staff  Transfers 

Difficulties  in  transferring  staff  as  part  of  an  outsourcing  deal  has  not  been  a problem  for 
SAIC — partly  because  it  avoids  commodity  data  center  contracts.  If  client  wants  to  effect  a 
staff  transfer  in  order  to  reduce  headcount,  HR  processes  and  procedures  become  very 
important.  However,  for  high-margin,  high  value-added  work,  staff  transfers  are  rarely  an 
issue. 

Overall,  SAIC  as  an  employee-owned  firm  has  little  turnover.  This  status  gives  it  a “positive 
discriminator”  in  the  market,  i.e.,  it  is  perceived  to  be  a highly  desirable  new  employer. 

Policy  toward  unions? 

They  will  remain  marginal  players  in  the  IT  industry  for  the  foreseeable  future. 

The 

Outsourcing 
Institute  [#2] 

The  respondent  has  a broad  background  in  IT  outsourcing,  having  worked  at  UNISYS,  AT&T 
Solutions,  Cap  Gemini  and  other  firms  prior  to  The  Outsourcing  Institute.  Previously,  he 
worked  with  Victor  Millar,  co-founder  of  Andersen  Consulting,  who  is  now  CEO  of  VC  Fund. 

He  has  been  selling  IT  outsourcing  deals  since  1982. 

Background  on  The  Outsourcing  Institute 

It  is  a private  organization  that  was  formed  in  1993.  It  owns  a Web  site.  The  purpose  of  the 
organization  is  to  become  a primary  resource  for  the  outsourcing  industry,  along  the  lines  of  a 
professional  association,  but  with  practical  benefits.  The  Institute  hosts  Forbes  magazine 
events  and  co-sponsors  publications.  It  aims  to  be  a neutral  clearinghouse  for  information  on 
best  practices,  events,  etc.  It  coordinates  with  DCI  on  participation  in  large,  industry  events.  It 
has  no  paid  membership,  but  has  built  a DB  (“Accelerator")  of  24,000  industry  participants — 
including  buyers,  sellers  and  “influencers.”  The  organization  derives  income  from  consulting 
fees  and  provision  of  various  kinds  of  marketing  assistance.  In  addition,  the  Institute  receives 
income  from  finder’s  fees  generated  by  helping  vendors  win  new  outsourcing  business  for 
vendors.  (Typically,  8-15%  of  total  contract  value  is  spent  on  deal  marketing.) 

Currently,  the  Institute  maintains  an  Outsourcing  Index,  which  is  the  core  of  its  clearinghouse 
efforts.  The  organization  has  a staff  of  18  people,  headed  by  its  founder,  Frank  Casale. 

Initially,  Michael  Corbett  was  a principal  in  the  organization,  but  he  subsequently  founded  his 
own  company,  Michael  Corbett  & Associates,  which  is  an  outsourcing  consultant.  At  present, 
the  Institute  is  seeking  VC  funding. 

In  his  opinion,  generally,  the  federal  and  commercial  outsourcing  businesses  of  vendors  are 
operated  in  complete  independence.  He  regards  this  as  unfortunate.  The  Accelerator— offered 
on  the  Institute  Web  site — was  conceived  as  a start  up  portal  for  the  exchange  of  data  by  all 
participants  in  the  outsourcing  process. 

Outsourcing  Growth  Potential 

He  sees  the  best  growth  potential  in  financial  services,  manufacturing  (particularly  for  supply- 
chain-related  work,  and  for  facilities  management  work  for  companies  like  Bechtel  and  Fluor). 
He  believes  that  IT  outsourcing  only  represents  about  half  of  the  total  outsourcing  market.  The 
next  largest  segment  is  facilities  management,  both  pure  real  estate  and  a sophisticated  mix  of 
real  estate  and  IT.  The  last  segment  is  HR  management.  [This  split  ignores  manufacturing 
outsourcing.]  In  respondent’s  view,  it  is  unfortunate  that  the  federal  and  commercial  sides  of 
outsourcing  management  are  usually  entirely  separate. 
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Industry  Direction 

He  sees  the  outsourcing  industry  moving  clearly  “upstream"  toward  BPO  as  vendors  offer 
increasingly  more  comprehensive  packages  of  services. 

Barriers  to  Entry 

Regarding  barriers  to  entering  new  markets,  respondent  believes  strongly  that  “deals  are  done 
between  people."  Therefore,  sales  and  sales  management  are  critically  important.  Also  critical 
are  project  managers,  who  are  becoming  increasingly  “free  agents”  in  the  industry  (“wheeler- 
dealers”).  The  most  experienced  project  managers  come  from  the  federal  market,  which  has 
developed  an  established  methodology  for  project  management. 

Availability  of  Capital 

While  deep-pocket  financial  resources  always  confer  certain  advantages,  neither  availability 
nor  cost  of  capital  should  be  considered  an  obstacle  to  bidding  new  outsourcing  business. 
Judicious  management  of  leasing  relationships  and  contracts  can  obviate  the  need  for  vendor 
borrowing.  Another  possible  solution  is  to  form  a customer/vendor  joint-venture,  or  partnership 
that  permits  off-balance  sheet  financing. 

The  way  to  enter  any  new  market  is  to  find  an  anchor  ciient  that  is  willing  to  serve  as  a 
reference  in  that  segment. 

Differences  Between  Federal  and  Commercial  Markets 

Differences  between  federal  and  commercial  market?  The  bid/proposal  process  in  the  federal 
market  can  be  very  long,  detailed  and  burdensome.  The  sales  cycle  in  the  commercial  market 
is  usually  shorter  and  simpler.  In  either  case,  it  is  important  to  write  detailed  SLAs  that  are 
flexible  enough  to  take  into  account  changes  in  business  conditions.  EDS  was/is  particularly 
good  at  this  aspect  of  bidding. 

In  some  cases,  vendor  experience  in  the  federal  market  can  be  used  to  advantage  in  the 
commercial  market.  Examples  of  vendors  that  have  done  this  with  great  success  include: 
CSC,  Lockheed  Martin  and  Litton.  Initially,  virtually  all  of  their  business  was  in  the  federal 
sector,  but  slowly  and  quietly,  commercial  deals  began  to  happen. 

How  to  overcome  customer  resistance  in  the  commercial  market? 

Explain  what  you  did  in  the  federal  market.  Emphasize  the  scale  and  scope  of  those  projects. 
For  example,  CSC  began  with  labor-intensive,  multivendor  federal  projects  and  advanced  to 
sophisticated  technical  work  as  a prime  contractor.  Don’t  neglect  to  mention  your  experience 
with  federal  staff  transfers  In  connection  with  outsourcing  deals.  In  the  federal  market, 
transfers  of  200-300  people  are  common. 

The  lack  of  vertical  industry  knowledge  in  the  commercial  sector  should  not  pose  an 
insurmountable  handicap.  Federal  market  vendors  should  be  able  to  leverage  their  federal 
experience  based  on  what  their  people  actually  accomplished.  Avoid  splashy  advertising.  This 
will  only  waste  money.  However,  consider  that  you  may  need  a new  sales  team. 

Federal  sales  are  built  on  established  relationships.  Also,  relations  between  vendors  and  the 
government  are  often  contentious  (which  can  only  be  handled  by  experienced  sales  people). 
Also,  expect  deals  to  be  done  in  the  commercial  sector  at  greater  speed,  involving  unexpected 
developments.  Expect  as  well  top  executives  to  wield  a great  deal  of  clout,  whoever  may 
present  himself  initially  as  a decision-maker. 

One  point  worth  noting:  many  marketing  practices  that  are  common  in  the  commercial  sector, 
such  as  client  entertainment,  are  illegal  in  the  federal  market. 

Unions 

On  the  issue  of  private  sector  unions,  respondent  advises  vendors  to  try  to  avoid  dealing  with 
unions.  They  could  create  serious  and  problematic  issues. 

UNISYS  [#16] 

Background 

Respondent  is  a Manager  of  Market  Development  & Planning.  He  has  worked  with  leading 
providers  of  outsourcing  to  both  commercial  and  public-sector  marketplaces. 

Outsourcing  Experience 

About  10%  of  UNISYS  revenues  derive  from  outsourcing. 

In  which  verticai  industries  do  you  see  the  best  growth  potential  for  IT  outsourcing? 
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The  public  sector. 

Is  your  business  moving  “upmarket”  toward  entire  business  processes  or 
“downmarket”  toward  more  commodity  transaction  processing? 

Our  business  is  clearly  moving  upmarket,  but  we  are  however  a full-service  provider. 

How  would  you  categorize  the  most  important  barrier  to  entering  a new  market, 
Financiai?  Technicai?  Marketing?  Organization?  Staffing?  Management?  Other? 

Federal  A-76  plans  play  an  important  role  in  outsourcing.  Staffing  and  Marketing  are  also 
significant  barriers. 

To  what  extent  is  cost  or  avaiiability  of  capital  a constraint  in  bidding  for  new 
outsourcing  business? 

Bid  activity/capital  is  based  on  priority  of  the  outsourcing  bid. 

What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

In  the  federal  marketplace,  UNISYS  believes  that  outsourcing  will  play  a significant  role  as 
government  is  being  downsized  and  asked  to  do  more  with  less.  A-76  issues  and  unions  need 
to  be  addressed. 

Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 

Data  Center,  Infrastructure  and  transaction  processing. 

In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Data  Center  and  Infrastructure  management. 

What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 

Our  bids  are  based  on  contract  type  and  requirements. 

Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are 
made  over  time? 

Yes 

How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federal  vs  commercial?) 

Some  Federal  bid/sales  expenses  are  much  lower  than  in  the  commercial  market. 

Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 
outsourcing  deals?  (Strategy?) 

No 

What  is  your  policy  toward  dealing  with  unions?  (How  important?) 

Not  applicable. 

How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial) 
market?  What  would  you  need  to  do  to  become  ready? 

We  are  actively  involved  in  both  commercial  and  federal  outsourcing. 

What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 

They  are  increasingly  motivated  by  the  IT  skills  shortage:  also,  corporate  downsizing  is  a 
critical  issue. 

To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Past  performance  should  be  more  important  than  company  size. 

In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in 
general,  and  control  of  proprietary  data  in  particular? 

In  the  federal  marketplace,  control  is  very  important  issue. 

Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference? 
trend?) 

Bundled 

USInternet- 
working  [#14] 

Background 

Respondent  is  a VP  for  public  sector  sales.  However,  prior  to  assuming  this  position  in  spring 
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2000,  he  had  extensive  experience  in  the  commercial  IT  outsourcing  market,  beginning  with 
CSC  in  1974.  At  USI,  his  role  includes  business  development,  sales,  staffing,  and  new  client 
capture  in  the  public  sector,  which  at  USI  includes  all  of  higher  education. 

At  USI,  the  sales  force  is  organized  according  to  geographical  territories.  Within  each  territory, 
there  are  multiple  VPs  with  differing  responsibiiities  within  the  region.  Within  regions,  there  is 
some  focus  on  specific  vertical  industries  depending  on  which  companies  are  prominent  in  the 
area,  rather  than  on  a corporate  strategy  for  such  diversification.  In  fact,  USI  wants  to  market 
to  all  vertical  industries  because  it  positions  its  offer  as  essentially  a “horizontal”  service  that 
should  be  attractive  to  all  companies  that  share  certain  non-industry  characteristics. 

Beyond  that,  USI  wants  to  come  to  market  by  highlighting  the  specific  applications  that  it 
offers,  rather  than  its  vertical  industry  expertise.  Nevertheless,  the  company  does  enjoy  some 
industry-specific  advantages  in  regard  to  BroadVision  for  retailing  and  PeopleSoft  in 
insurance. 

Market  Position 

In  respondent’s  view,  the  advent  of  the  ASP  model  represents  a significant  evolution  in  the  IT 
industry.  He  believes  that  vendors  such  as  CSC,  EDS  and  iBM  Global,  on  the  whole,  target 
very  comprehensive  contracts  that  include  data  centers,  networks,  applications,  etc.  In 
contrast,  USI  targets  ONLY  the  demand  for  specific  apps. 

Commercial  vs  Public  Sector  Market 

To  date,  USI  has  only  seven  clients  in  the  public  sector,  six  in  the  federal  market  and  one  in 
state  and  local  (the  NY  Port  Authority).  Currently,  the  company  is  focusing  on  potential 
business  with  the  State  of  Maryland,  which  leverages  its  advantageous  location  in  Maryland’s 
state  capital,  Annapolis. 

Public  sector  business  comprises  only  5-10%  of  USI’s  total  revenues.  In  the  federal  market, 
USI  has  chosen  to  partner  with  big  SI  vendors.  Typically,  these  vendors  do  not  want  to  make  a 
large,  new  investment  in  hardware  and  find  USI’s  remote  app  delivery  an  attractive  aitemative. 

From  a marketing  point  of  view,  USI  benefits  from  the  extensive  customer  relationships  of 
these  top-tier  vendors,  e.g.,  PWC,  EDS,  IBM.  USI  believes  that  it  is  gaining  valuable  exposure 
through  partnering.  Regarding  profitability,  while  it  is  tme  that  federal  contracts  usually  carry 
lower  profit  margins,  their  size  tends  to  be  larger,  which  serves  as  an  off-setting  factor.  As  a 
result,  USI  has  taken  no  “profit  haircut.” 

Best  Potential  for  Outsourcing 

In  respondent’s  view,  the  ASP  offer  will  be  even  more  attractive  to  the  public  sector  than  to  the 
commercial  sector  due  to  the  coming  wave  of  retirements  of  federal  IT  workers.  In  his  view, 
the  problems  created  by  these  retirements  will  be  exacerbated  because  it  will  severely 
handicap  the  government’s  independent  ability  to  develop  and  manage  critical  SW 
applications.  In  addition  to  the  public  sector,  USI  views  the  financial  services  (including 
insurance)  and  healthcare  industries  as  particularly  good  prospects.  Also,  retailing  looks 
promising  because  retailers  are  now  accepting  the  need  for  new  e-commerce  strategies  (that 
require  specialized  apps). 

Far  from  suffering  from  fallout  of  the  demise  of  the  dotcoms,  USI  enjoys  an  increasingly 
prominent  and  positive  market  position:  “USI  is  being  wooed  by  big  systems  integration 
vendors.”  USi  considers  itseif  to  be  the  number  one  ASP  in  the  industry,  with  special  expertise 
in  ERP  (including  Lawson,  SAP  and  Oracle).  In  fact,  less  than  10%  of  USI’s  clients  are 
dotcoms. 

Market  Direction 

Respondent  believes  that  both  the  commercial  and  public  sectors  are  moving  “upmarket.” 

From  the  point  of  view  of  USI,  this  trend  has  been  evidenced  by  the  extent  to  which  customers 
demand  multiple  applications  as  they  attempt  to  integrate  legacy  systems.  To  meet  this  kind  of 
demand  from  the  State  of  Maryland,  USI  partners  with  CSC  and  SAiC. 

Barriers  to  Entry 

USI  does  not  see  the  same  set  of  competitors  in  the  commercial  sector  as  it  does  in  the 
federal  sector.  Reason:  there  are  significant  barriers  to  entry  in  the  federal  market.  USI  has  a 
geographical  advantage  being  located  close  to  Washington,  D.C.  Federal  buyers  have  been 
reassured  that  the  company  understands  its  security  needs,  in  part,  by  making  personal,  on- 
site visits  to  USI’s  Annapolis  facilities. 
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Moving  from  the  federal  to  the  commercial  market  is  much  more  difficult.  Reason:  difference  in 
mindset  of  vendor  staff,  difference  in  the  accounting  systems  used.  Also,  entering  the 
commercial  market  requires  a large  capital  investment.  Moving  from  one  market  to  the  other 
requires  establishing  a new  sales  team.  Commercial  salesmen  need  a substantial  re- 
orientation in  order  to  be  successful  in  the  federal  market.  Also,  personal  relationships  are  very 
important — in  terms  of  clients  and  SI  vendor/partners. 

While  relationships  are  always  important  and  valuable  to  sales,  they  are  MORE  important  in 
the  federal  market.  This  is  also  true  in  the  state  and  local  government  markets.  At  the  state 
level,  ALL  sales  are  based  on  personal  relationships. 

Lack  of  name  recognition  could  be  an  important  problem.  Clearly,  vendors  with  an  established 
reputation  in  the  commercial  market  will  find  it  easier  to  leverage  that  success  in  the  federal 
market  than  the  reverse.  Achieving  distinction  in  some  kind  of  specialization  can  offer  a 
shortcut  solution  to  this  problem. 

Vendors  with  commercial  experience  that  enter  the  federal  market  typically  agonize  over  the 
“crawling  pace”  of  the  sales  cycle  when  compared  to  the  commercial  market. 

Cost  of  Capital 

Cost  (and  availability)  of  capital  is  a serious  issue  and  a barrier  to  entry.  Undercaptalization 
has  caused  the  demise  of  numerous  would-be  ASPs.  The  ASP  business  is  very  capital 
intensive  for  vendors  and  US!  has  been  successful  in  the  market  to  a large  measure  because 
it  has  been  very  successful  in  raising  equity  funding.  Bottom  line:  USI  has,  itself,  lost  no  new 
business  due  to  insufficient  capital. 

Changes  in  the  Outsourcing  Market 

Today,  there  is  much  better  recognition  of  the  value  of  IT  outsourcing  than  there  was 
previously.  And  there  is  better  understanding  of  the  ASP  model — albeit  acceptance  has  been 
quicker  in  the  commercial  market  than  in  the  federal  market. 

Currently,  USI  has  a total  of  208  clients,  signed  over  the  past  two  years  (during  the  first  year  of 
the  company’s  existence,  it  was  not  operational).  Total  value  of  signed  contracts  exceeds 
$400  million.  USI  gained  its  first  public  sector  client  in  2Q  1999,  it  second  in  3Q  1999,  and  the 
remaining  ones  in  3Q  and  4Q  2000. 

Use  of  consultants? 

Respondent:  “I  don’t  like  consultants  because  they  are  difficult  to  manage.  1 prefer  the  direct 
sales  model.  We  rely  on  outsourcing  consultants  to  bring  us  into  deals,  but  we  must  maintain 
our  own  in-house  sales  force  as  well.  At  the  least,  we  need  sales  closers.?” 

Market  Growth 

Major  federal  agencies  want  to  use  the  outsourcing  model  (Justice,  Transportation, 
Agriculture).  USI  sees  no  effect  yet  from  the  TRAC  anti-outsourcing  initiatives  in  Washington. 
There  are  many  counterpressures.  In  the  end,  the  federal  government  will  realize  that  it  has  no 
viable  alternative  to  outsourcing  because  it  will  soon  be  unable  to  operate  its  own  IT 
infrastructure.  Enterprise  software,  such  as  PeopleSoft  is  relatively  labor-intensive,  and  the 
federal  civil  service  cannot  attract  sufficient  numbers  of  skilled  staff  required  to  operate  such 
applications. 

Unions 

Because  USI  does  not  “threaten”  to  take  over  the  data  center,  it  keeps  a lower  profile  than  the 
SI  vendors  and  has  not  been  target  of  the  anti-outsourcing  groups. 

DoD?  No  business  there  for  USI  yet.  The  current  sales  staff  has  entirely  a civilian  orientation. 

Sales  & Marketing 

Finally,  while  there  are  potential  prospects  in  every  vertical  industry,  you  must  spend  your 
sales  and  marketing  budget  according  to  targets  and  priorities.  Spending  in  too  many 
directions  at  once  will  prove  unsuccessful.  Insofar  as  there  is  a tendency  to  “verticalize”  the 
sales  and  marketing  staff,  it  is  best  to  let  this  happen  naturally  in  the  course  of  doing  business, 
rather  than  by  top-down  planning. 
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Exhibit  D-3 


Tabulation  of  User  Interview  Survey  Responses  by  Respondent 


Eaton  Corp 

2.  What  is  your  role? 

Overall  IS  responsibility 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Varied,  used  extensively  for  development  and  ERP  work.  Some  e-business,  Website  design  and 
some  related  development. 

4.  Do  you  prefer  comprehensive  (“bundled”)  OS  contracts?  (If  so,  why?) 

No,  we  prefer  to  award  specific  contracts  for  a discrete  piece  of  work. 

5.  To  what  extent  are  you  inclined  to  outsource  based  on  a need  to  reduce  your  capital 
outlays  and/or  headcount? 

Recoverable  costs  from  departmental  budgets. 

6.  How  do  you  determine  which  outsourcing  vendors  to  invite  to  bid? 

We  work  from  an  existing  list  of  preferred  (known)  vendors  to  which  we  add  and  remove. 

Generally  an  outsourcing  contract  is  awarded  to  a company  with  which  we  have  an  already 
established  relationship. 

7.  How  receptive  would  you  be  to  a bid  from  an  outsourcing  vendor  whose  experience  was 
almost  entirely  in  the  federal  sector? 

Not  really  applicable.  They  would  have  to  meet  the  criteria  (as  per  Q6) 

8.  How  important  is  the  outsourcer’  ability  to  attract  and  acquire  your  targeted  staff  (as  part 
of  a proposed  contract)? 

Not  really  important.  We  tend  to  outsource  contracts  when  we  lack  sufficient  internal  resources. 

Our  in-house  staff  either  assists  these  contracts  in  secondary  role,  or  is  assigned  a new  piece  of 
work  (totally  unrelated).  Transfer  of  staff  has  not  occurred  to  date. 

9.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

More  selective.  The  market  is  becoming  more  discrete,  with  organizations  having  greater 
specialization. 

I think  that  there  is  a decrease  in  the  “larger  all-encompassing”  projects.  User  companies  lack 
some  of  the  management  tools  internally,  the  vendor  must  proactively  manage  the  customer  (as 
well  as  the  project). 

Outsourcing  is  moving  away  from  maintenance  of  products  and  support  of  users  towards  working 
on  new  architecture  and  solution  development.. 

10.  Which  type  of  outsourcing  fits  best  your  company’s  needs?  (and  why) 

Smaller  independent  companies  that  provide  specific  services.  Help  desk,  Internet  Web  services, 
production  of  documentation,  training,  raw  coding  and  programming. 

Not  purely  a support  arrangement:  they  need  to  provide  stability  in  an  older  operating 
environment. 

11.  How  is  outsourcing  affecting  your  industry?  (Effect  on  growth?  Profitability?) 

Not  measurable  in  commercial  business  terms.  Outsourcing  is  an  essential  link  with  our  in-house 
technical  delivery  teams. 

We  have  improved  time  scales  for  on-going  development  and  achieved  better  quality  at  a 
reasonable  cost. 

12.  How  has  your  attitude  toward  IT  outsourcing  changed  over  the  past  year? 

Little.  We  are  committed  to  a business  transformation  program  and  outsourcing  is  part  of  that 
building  block  for  the  future. 
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13.  Are  you  as  attracted  by  outsourcing  entire  business  processes  as  by  off-ioading 
commodity  transaction  processing? 

Not  at  all.  Our  policy  towards  outsourcing  is  (as  per  Q10) 

14.  Have  you  computed  the  contribution  made  by  outsourcing  to  your  company’s  overall 
profitability?  (To  cost-reduction  of  IT  depart?) 

We  have  been  able  to  reduce  our  internal  headcount  and  not  have  to  increase  new-skill 
recruitment. 

We  have  also  been  able  to  better  control  the  overall  IT  overhead  and  budget.  We  are  maximizing 
the  returns  on  our  original  IT  investment:  bringing  operational  benefits  to  the  company. 

15.  Do  you  prefer  longer  or  shorter  contract  durations?  (Why?) 

Our  contracts  have  always  tended  to  be  short  and  we  don’t  see  this  changing. 

16.  Have  you  in  mind  a ranking  regarding  which  types  of  outsourcing  are  the  most  costly? 
(Reasons?) 

No 

17.  In  relation  to  outsourcing,  how  sensitive  are  you  to  the  issue  of  control,  in  general,  and 
control  of  proprietary  data  in  particular? 

Very  sensitive. 

18.  How  strong  is  your  relationship  with  incumbent  outsourcers?  (Probability  of  sole- 
sourcing new  contracts?) 

Relationship  is  good. 

We  always  have  prior  working  knowledge  and  exposure  with  the  vendor,  so  our  risk  is  minimized. 

19.  To  what  extent,  if  any,  have  union  relations  affected  your  desire  or  ability  to  outsource? 

Not  an  issue. 

20.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Doesn’t  really  bother  us.  We  tend  to  avoid  the  large  players  as  we  get  better  service  from  smaller 
companies. 

. HOLOGIC,  INC 

2.  What  is  your  role? 

Overall  director  of  all  IT 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Have  been  involved  in  several  outsourcing  arrangements  in  many  mixed  environments 

4.  Do  you  prefer  comprehensive  (“bundled”)  OS  contracts?  (If  so,  why?) 

In  an  ideal  world,  we  would  go  with  as  much  bundled  as  possible.  We  have  a large  contract  with 
ADP,  but  we  still  have  the  need  to  place  2-3  other  individual  contracts  with  other  service  vendors 

5.  To  what  extent  are  you  inclined  to  outsource  based  on  a need  to  reduce  your  capital 
outlays  and/or  headcount? 

The  primary  reasons  were  that  we  had  a mixed  environment  of  DEC/Compaq,  Solaris  and  Unisys. 
Control  of  this  became  very  difficult  and  cumbersome,  so  we  started  to  outsource  different 
elements  of  this. 

We  did  have  the  objective  to  reduce  the  main  overhead  of  the  service  cost  and  to  be  able  to 
complete  other  (new)  IT  projects  faster. 

6.  How  do  you  determine  which  outsourcing  vendors  to  invite  to  bid? 

• Proven  record,  expertise.  Must  be  a solution  provider.  Knowledgeable  in  our  application 
types  and  operating  environment.  Proven  success  on  similar  types  of  outsourcing  projects. 

• Expertise  in  Web-enabled  financial  software. 
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7.  How  receptive  would  you  be  to  a bid  from  an  outsourcing  vendor  whose  experience  was 
almost  entirely  in  the  federal  sector? 

In  theory  it  would  not  prevent  us. 

Our  current  situation  is  that  we  have  contracts  to  be  outsourced.  We  want  to  remove  that 
responsibility  from  us  to  a partner  vendor  to  allow  the  vendor  and  ourselves  to  focus  on  our 
technical  strengths. 

8.  How  important  is  the  outsourcer’s  ability  to  attract  and  acquire  your  targeted  staff  (as 
part  of  a proposed  contract)? 

Important  in  that  they  manage  the  human  resources.  We  had  problems  in  recruitment  and 
retention  of  staff,  so  this  is  an  essential  part  of  the  project. 

9.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

Some  services  are  easier  to  contract  out  now.  Operational  duties  are  spreading  into  new  IT  areas 
especially  CRM. 

Outsourcing  is  now  an  acceptable  process  and  customers  are  more  intuitive. 

10.  Which  type  of  outsourcing  fits  best  your  company’s  needs?  (and  why) 

Support  for  specialist  software  packages,  project  management,  BPR.  All  e-business  services  and 
internet  integration. 

11.  How  is  outsourcing  affecting  your  industry?  (Effect  on  growth?  Profitability?) 

The  skills  are  available,  but  the  costs  are  very  high.  A high  proportion  of  our  overall  IT  budget 
now  goes  to  external  contracts. 

We  have  definitely  seen  a reduction  in  capital  and  recurring  costs.  Outsourcing  has  allowed  us  to 
stay  ahead  competitively  by  increasing  the  time  scales  to  develop  new  applications. 

12.  How  has  your  attitude  toward  IT  outsourcing  changed  over  the  past  year? 

Inertia  towards  external  service  suppliers  in  some  circles;  thoughts  are  that  we  will  obtain  a better 
return  on  IT  using  in-house  staff. 

Even  though  there  is  a general  shortage  of  key  skills;  the  service  vendors  don't  necessarily  have 
the  skills  either. 

13.  Are  you  as  attracted  by  outsourcing  entire  business  processes  as  by  off-loading 
commodity  transaction  processing? 

Only  if  they  can  provide  added  value  for  enhancement  and  support.  Improvements  in  change  are 
usually  never  achieved. 

Trying  to  combine  external  and  internal  resources  (as  present)  can  be  very  difficult,  but 
outsourcing  the  entire  IT  and  business  processes  would  be  a massive  decision. 

14.  Have  you  computed  the  contribution  made  by  outsourcing  to  your  company’s  overail 
profitabiiity?  (To  cost-reduction  of  IT  depart?) 

Ultimately,  the  measurement  has  got  to  be  reflected  in  the  success  of  the  business  generation. 
Lower  operating  costs,  greater  turnover,  numbers  of  increased  transactions;  do  you  ever  know  the 
real  story?????  It  depends  on  the  business  model  that  is  being  adopted. 

15.  Do  you  prefer  longer  or  shorter  contract  durations?  (Why?) 

As  long  as  they  are  on  time  and  within  budget. 

16.  Have  you  in  mind  a ranking  regarding  which  types  of  outsourcing  are  the  most  costly? 
(Reasons?) 

• Using  external  resources  doesn't  necessarily  improve  costings,  it  merely  moves  them  from 
one  business  unit  to  another. 

• Mainstream  support  of  MVS  and  UNIX  systems 

• Technology  integration  with  requirement  for  special  technical  disciplines. 

• Bespoke  [customized]  applications  running  on  AS/400s. 

199 


© 2001  by  INPUT.  Reproduction  Prohibited. 


CYNDC1 


A Special  Analysis  of  the  U.S.  Commercial  IT  Outsourcing  Market 


INPUT 


17.  In  relation  to  outsourcing,  how  sensitive  are  you  to  the  issue  of  controi,  in  generai,  and 
controi  of  proprietary  data  in  particuiar? 

We  introduced  our  own  best  practice. 

18.  How  strong  is  your  reiationship  with  incumbent  outsourcers?  (Probability  of  soie- 
sourcing  new  contracts?) 

Service  suppliers  lack  the  understanding  of  fostering  relationships;  they  are  driven  by  short-term 
objectives. 

There  is  always  a perceived  conflict,  but  we  have  better  control  of  the  resources  that  support  our 
organization. 

19.  To  what  extent,  if  any,  have  union  reiations  affected  your  desire  or  abiiity  to  outsource? 

Discussions  with  the  unions  to  keep  jobs  in-house.  They  are  selling  the  long-term  benefit  of 
keeping  expertise  internally. 

20.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

It  does  influence  you  if  the  contract  has  significant  $ value,  or  it  is  critical  to  the  strategy. 

■ GARDEN  WAY.  INC 

2.  What  is  your  role? 

IS  Development  Manager 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

1 have  final  decision  on  all  outsourcing  (customized  and  otherwise). 

4.  Do  you  prefer  comprehensive  (“bundled”)  OS  contracts?  (If  so,  why?) 

Bundled.  We  manage  all  our  outsourcing  through  KPMG. 

5.  To  what  extent  are  you  inclined  to  outsource  based  on  a need  to  reduce  your  capital 
outlays  and/or  headcount? 

Originally  to  reduce  our  headcount  and  look  at  ways  of  reducing  our  cost  base.  Laterally  we  are 
now  looking  for  expertise  in  specific  disciplines  and  to  improve  development  performance.  To 
improve  the  key  components  and  business  functionality. 

While  we  want  KPMG  to  provide  better  service,  we  also  want  them  to  be  more  customer  focused. 

6.  How  do  you  determine  which  outsourcing  vendors  to  invite  to  bid? 

• We  always  use  KPMG  as  our  principle  partner  who  will  manage  the  overall  contracts. 

• There  are  about  20  other  organizations  that  we  define  and  from  which  we  source  the 
operational  services,  but  the  contract  is  planned  and  managed  by  KPMG. 

• Single-source  contract  for  urgency  and  proprietary  systems  support. 

7.  How  receptive  would  you  be  to  a bid  from  an  outsourcing  vendor  whose  experience  was 
almost  entirely  in  the  federal  sector? 

1 would  have  my  doubts,  not  really  decided  yet. 

8.  How  important  is  the  outsourcer’  ability  to  attract  and  acquire  your  targeted  staff  (as  part 
of  a proposed  contract)? 

Not  important. 

9.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

More  procurement  via  the  Internet.  Big  changes  in  the  variety  and  type  of  service;  allows 
expansion  into  other  areas.  Greater  professionalism. 

10.  Which  type  of  outsourcing  fits  best  your  company’s  needs?  (and  why) 

An  application  management  and  support  role  for  ERP.  Answer  to  our  skill  shortages;  can  be  the 
most  practical  solution. 
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11.  How  is  outsourcing  affecting  your  industry?  (Effect  on  growth?  Profitabiiity?) 

Improved  efficiency  on  the  supply  chain.  Faster  and  cheaper  to  get  our  appiications  and  services 
up  and  running. 

12.  How  has  your  attitude  toward  IT  outsourcing  changed  over  the  past  year? 

More  positive:  aliows  staff  more  time  for  other  appiications.  Lead  times  for  service  have 
improved,  greater  responsiveness  from  the  vendor  leading  to  greater  satisfaction  aii  round. 

13.  Are  you  as  attracted  by  outsourcing  entire  business  processes  as  by  off-loading 
commodity  transaction  processing? 

Yes 

14.  Have  you  computed  the  contribution  made  by  outsourcing  to  your  company’s  overall 
profitability?  (To  cost-reduction  of  IT  depart?) 

Yes.  We  have  seen  the  benefits  of  joint  ventures  and  strategic  alliances;  both  parties  share  costs 
and  resources. 

15.  Do  you  prefer  longer  or  shorter  contract  durations?  (Why?) 

Shorter  contracts  are  easier  to  control  and  manage. 

They  also  keep  costs  down  as  more  regular  contract  renewals  maintain  a more  competitive 
environment. 

In  longer  contracts,  vendors  have  a greater  opportunity  to  “milk  you”  for  higher  prices. 

16.  Have  you  in  mind  a ranking  regarding  which  types  of  outsourcing  are  the  most  costly? 
(Reasons?) 

Would  give  a lot  of  thought  to  ERP  contracts  costing  >$2  million 

17.  In  relation  to  outsourcing,  how  sensitive  are  you  to  the  issue  of  control,  in  general,  and 
control  of  proprietary  data  in  particular? 

Very  sensitive  about  the  manufacturing  process  - would  not  want  this  to  go  externally. 

18.  How  strong  is  your  relationship  with  incumbent  outsourcers?  (Probability  of  sole- 
sourcing new  contracts?) 

Good 

19.  To  what  extent,  if  any,  have  union  relations  affected  your  desire  or  ability  to  outsource? 

None,  we  are  a nonunion  shop 

20.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Great  influence,  size  and  longevity  are  important. 

AMERICAN  CRYSTAL  SUGAR  COMPANY 

2.  What  is  your  role? 

IS  Director 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Main  decision-maker  in  all  major  IT  decisions. 

4.  Do  you  prefer  comprehensive  (“bundled”)  OS  contracts?  (If  so,  why?) 

We  end  up  with  a balance.  We  had  a policy  to  widen  the  supplier  base  and  to  bring  in  a greater 
level  of  knowledge  and  expertise.  Better  commercial  advantages  in  not  bundling  the  contract 

5.  To  what  extent  are  you  inclined  to  outsource  based  on  a need  to  reduce  your  capital 
outlays  and/or  headcount? 

• Better  service  and  support. 

• Improved  staff  usage  and  utilization. 

• Well  suited  to  development  and  custom  projects. 

• Relieve  the  workload  to  the  existing  IT  team. 
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6.  How  do  you  determine  which  outsourcing  vendors  to  invite  to  bid? 

• Cost 

• Quality  of  company  and  their  people. 

• Team  building  and  management. 

• To  manage  the  applications  through  development  testing  and  production. 

• Able  to  meet  demanding  delivery  requirements. 

• Process  functional  and  technical  skill  sets. 

7.  How  receptive  would  you  be  to  a bid  from  an  outsourcing  vendor  whose  experience  was 
almost  entirely  in  the  federal  sector? 

• "Give  me  a name”. 

• In  a hypothetical  situation,  I would  say  that  if  the  vendor  possesses  quality,  service  and 
speed  in  implementing  a quality  standardization  program,  then  federal-only  experience 
should  not  be  an  issue. 

• One  or  two  large  federal  contracts  can  allow  an  organization  to  grow  very  rapidly.  Companies 
like  EDS  were  very  heavily  involved  In  federal  contracts  and  it  didn’t  really  prevent  the 
company  from  moving  into  the  commercial  market. 

8.  How  important  is  the  outsourcer’  ability  to  attract  and  acquire  your  targeted  staff  (as  part 
of  a proposed  contract)? 

If  we  do  not  want  to  continue  with  a large  in-house  IT  resource,  then  the  supplier  must  fulfill  that 
role. 

9.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

• Must  show  tangible  improvements. 

• Facility  to  increase  communication. 

• Commitment  to  achieving  specific  goals. 

• Support  the  complete  process  and  shape  the  business  model. 

10.  Which  type  of  outsourcing  fits  best  your  company’s  needs?  (and  why) 

• That  by  which  we  can  better  satisfy  our  customers  and  users. 

• We  want  to  strengthen  the  team  at  operational  level  and  oversee  the  technical  side  of  the 
legacy  projects. 

• Support  of  the  wider  business  units. 

11.  How  is  outsourcing  affecting  your  industry?  (Effect  on  growth?  Profitability?) 

• 1 think  that  we  have  achieved: 

• Improved  service  levels  to  users. 

• Enhanced  the  level  of  support. 

• Provide  control  and  improved  quality. 

• From  a commercial  point  of  view,  we  have  reduced  operating  costs  whilst  experiencing  very 
tough  trading  conditions. 

12.  How  has  your  attitude  toward  IT  outsourcing  changed  over  the  past  year? 

• More  confident  in  design  and  reviewing  operational  models. 

• Processing  and  operational  control  have  improved  considerably.  Account  management  is 
easier  to  control  and  manage. 

13.  Are  you  as  attracted  by  outsourcing  entire  business  processes  as  by  off-loading 
commodity  transaction  processing? 

We  have  very  ambitious  plans  and  want  to  be  able  to  move  forward  much  faster. 

We  are  aware  of  the  wider  capabilities  (of  entire  outsourcing),  it  will  make  us  internally  more 
effective  and  improve  those  internal  processes.  It  could  eliminate  major  integration  issues  further 
down  the  line. 
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14.  Have  you  computed  the  contribution  made  by  outsourcing  to  your  company’s  overail 
profitabiiity?  (To  cost-reduction  of  IT  depart?) 

• Improved  customer  satisfaction  - overall  pleasing. 

• IT  expertise  at  a cheaper  price  than  it  would  take  us  to  maintain  personnel  in-house. 

• Able  to  monitor  and  evaluate  specific  “hard  success"  criteria.  Creation  of  brand  awareness 
and  loyalty.  Superior  levels  of  customer  services. 

15.  Do  you  prefer  longer  or  shorter  contract  durations?  (Why?) 

Through  our  legal  dept. 

16.  Have  you  in  mind  a ranking  regarding  which  types  of  outsourcing  are  the  most  costly? 
(Reasons?) 

Performance  improvement  - reducing  costs  and  improving  service. 

17.  In  relation  to  outsourcing,  how  sensitive  are  you  to  the  issue  of  control,  in  general,  and 
control  of  proprietary  data  in  particular? 

Undergoing  a re-think  about  this. 

We  don’t  want  to  force  through  unpopular  policies,  but  we  need  to  protect  our  intellectual 
interests. 

18.  How  strong  is  your  relationship  with  incumbent  outsourcers?  (Probability  of  sole- 
sourcing new  contracts?) 

Reasonably  good  teams  who  meet  most  of  our  criteria.  Ambiguity  is  always  the  big  problem. 

19.  To  what  extent,  if  any,  have  union  relations  affected  your  desire  or  ability  to  outsource? 

Not  really  from  unions,  but  existing  staff  want  some  form  of  contractual  obligation  (in  relation  to 
secure  employment) 

20.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Always  in  the  “hidden”  agenda.  No  customer  is  ever  going  to  say  “we  will  only  award  this  contract 
to  a large  company,”  but-in  reality-this  is  commonplace. 

OMEGA  FINANCIAL 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Extensive.  Have  been  involved  in  outsourcing  for  at  least  10  years. 

4.  Do  you  prefer  comprehensive  (“bundled”)  OS  contracts?  (If  so,  why?) 

Yes,  we  can  leverage  the  price. 

5.  To  what  extent  are  you  inclined  to  outsource  based  on  a need  to  reduce  your  capital 
outlays  and/or  headcount? 

Where  we  cannot  keep  talented  people  fully  employed 

6.  How  do  you  determine  which  outsourcing  vendors  to  invite  to  bid? 

We  merged  with  another  bank,  so  we  are  jointly  using  the  incumbent  supplier.  However,  we  are 
seeking  due  diligence  for  the  next  contract  award. 

7.  How  receptive  would  you  be  to  a bid  from  an  outsourcing  vendor  whose  experience  was 
almost  entirely  in  the  federal  sector? 

Not  a problem,  providing  the  other  requirements  were  met. 

8.  How  important  is  the  outsourcer’  ability  to  attract  and  acquire  your  targeted  staff  (as  part 
of  a proposed  contract)? 

Have  had  a delicate  situation  in  the  past  that  was  resolved,  but  it  is  something  that  we  need  to  be 
careful  about. 

Existing  staff  working  for  a large  financial  services  company  would  not  be  too  keen  to  move  to  a 
smaller  IT  services  company. 
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9.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

Banking  is  changing.  It  now  encompasses  a full  range  of  services  including  insurance, 
stockbroking,  etc,. 

We  need  an  outsourcing  company  to  take  us  into  the  future.  We  need  improved  service  at  lower 
cost. 

10.  Which  type  of  outsourcing  fits  best  your  company’s  needs?  (and  why) 

Facilities  Management  and  procurement. 

An  efficient  service  that  works  24  hours  a day,  able  to  improve  business  processes  all  round. 

11.  How  is  outsourcing  affecting  your  industry?  (Effect  on  growth?  Profitability?) 

Not  measurable. 

12.  How  has  your  attitude  toward  IT  outsourcing  changed  over  the  past  year? 

Still  receptive  to  OS. 

13.  Are  you  as  attracted  by  outsourcing  entire  business  processes  as  by  off-loading 
commodity  transaction  processing? 

Yes. 

14.  Have  you  computed  the  contribution  made  by  outsourcing  to  your  company’s  overall 
profitability?  (To  cost-reduction  of  IT  depart?) 

Overseen  by  our  auditors.  Specific  cost  reductions  in  operational  overheads  have  been  achieved; 
lower  support  and  operational  costs  on  the  longer  term. 

15.  Do  you  prefer  longer  or  shorter  contract  durations?  (Why?) 

5-yr  contracts 

16.  Have  you  in  mind  a ranking  regarding  which  types  of  outsourcing  are  the  most  costly? 
(Reasons?) 

Yes,  only  through  experience. 

17.  In  relation  to  outsourcing,  how  sensitive  are  you  to  the  issue  of  control,  in  general,  and 
control  of  proprietary  data  in  particular? 

Not  sensitive.  Have  a 3rd  party  for  control  and  security. 

18.  How  strong  is  your  relationship  with  incumbent  outsourcers?  (Probability  of  sole- 
sourcing new  contracts?) 

Very  good. 

19.  To  what  extent,  if  any,  have  union  relations  affected  your  desire  or  ability  to  outsource? 

No  effect 

20.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Is  a factor,  but  decisions  are  “horses  for  courses.” 

If  your  volume  of  business  is  such  that  it  represents  a disproportionately  high  % of  the  vendor’s 
revenue,  then  this  could  be  a problem  in  terms  of  risk  and  exposure. 

ROCHESTER  DEMOCRAT  & CHRONICLE 

2.  What  is  your  role? 

VP-IS 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

1 call  “all  the  shots”. 

4.  Do  you  prefer  comprehensive  (“bundled”)  OS  contracts?  (If  so,  why?) 

Prefer  bundled  contracts,  due  to  the  cost  ratio. 
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5.  To  what  extent  are  you  inclined  to  outsource  based  on  a need  to  reduce  your  capital 
outlays  and/or  headcount? 

No  response 

6.  How  do  you  determine  which  outsourcing  vendors  to  invite  to  bid? 

They  need  experience  of  front-end  systems  and  vast  exposure  to  the  newspaper  industry. 

7.  How  receptive  would  you  be  to  a bid  from  an  outsourcing  vendor  whose  experience  was 
almost  entirely  in  the  federal  sector? 

I would  not  be  unreceptive,  but  they  would  need  to  have  considerable  experience  of  our  industry 
(othenwise  we  would  not  get  seriously  involved  with  them) 

8.  How  important  is  the  outsourcer’  ability  to  attract  and  acquire  your  targeted  staff  (as  part 
of  a proposed  contract)? 

Hasn’t  happened  yet;  would  put  it  down  as  unimportant  at  present. 

9.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

Much  larger  stable  nowadays.  Greater  choice  of  vendors,  more  experience,  more  extensive 
knowledge  and  also  a great  deal  more  business  process  outsourcing  than  ever  before. 

10.  Which  type  of  outsourcing  fits  best  your  company’s  needs?  (and  why) 

The  type  of  contract  is  secondary  to  obtaining  the  correct  skill  fit.  If  we  get  the  right  vendor  with 
exactly  the  right  type  of  skills  and  service  offering,  we  would  ask  them  to  propose  alternative 
contract  solutions  to  us. 

11.  How  is  outsourcing  affecting  your  industry?  (Effect  on  growth?  Profitability?) 

No  response 

12.  How  has  your  attitude  toward  IT  outsourcing  changed  over  the  past  year? 

1 am  more  relaxed  about  outsourcing. 

13.  Are  you  as  attracted  by  outsourcing  entire  business  processes  as  by  off-loading 
commodity  transaction  processing? 

Yes,  if  we  can  see  that  there  are  real  beneficial  gains  for  us. 

14.  Have  you  computed  the  contribution  made  by  outsourcing  to  your  company’s  overall 
profitability?  (To  cost-reduction  of  IT  depart?) 

No  model  as  such,  but  costs  come  from  the  overall  IT  budget. 

15.  Do  you  prefer  longer  or  shorter  contract  durations?  (Why?) 

Shorter  contracts  carry  less  risk  to  us.  Fewer  things  can  go  wrong. 

16.  Have  you  in  mind  a ranking  regarding  which  types  of  outsourcing  are  the  most  costly? 
(Reasons?) 

No 

17.  In  relation  to  outsourcing,  how  sensitive  are  you  to  the  issue  of  control,  in  general,  and 
control  of  proprietary  data  in  particular? 

• Not  too  big  a problem. 

• Obviously  the  vendor  will  sign  confidentiality  clauses. 

• The  concept  of  partnership  is  very  important  to  us  and  we  would  never  enter  into  a 
relationship  with  a supplier  if  mutual  trust  did  not  exist. 

18.  How  strong  is  your  relationship  with  incumbent  outsourcers?  (Probability  of  sole- 
sourcing new  contracts?) 

Good,  as  perQ17 

19.  To  what  extent,  if  any,  have  union  relations  affected  your  desire  or  ability  to  outsource? 

Not  a problem 
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20.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

In  some  ways  experience  has  shown  us  that  the  bigger  the  company,  the  more  expensive  the 
cost. 

However,  they  would  argue  that  the  bigger  the  supplier,  the  less  the  risk  is  to  the  customer. 

AMPHENOL 

2.  What  is  your  role? 

Responsible  for  all  custom  development  and  integration  services. 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Have  placed  (awarded)  many  contracts.  Also  spent  many  years  as  project  manager  on  large- 
scale  outsourcing  contracts. 

4.  Do  you  prefer  comprehensive  (“bundled”)  OS  contracts?  (If  so,  why?) 

No  preference. 

The  contract  will  reflect  the  service  program  that  needs  to  be  outsourced.  Contracts  can  have 
different  durations  and  termination  dates,  so  even  if  we  wanted  to  bundle  them,  sometimes  it  is 
not  logistically  possible. 

5.  To  what  extent  are  you  inclined  to  outsource  based  on  a need  to  reduce  your  capital 
outlays  and/or  headcount? 

In  the  early  days,  outsourcing  was  done  for  commercial  considerations.  Nowadays,  we  have 
more  sophisticated  reasons — specific  projects,  core  or  scarce  skills. 

6.  How  do  you  determine  which  outsourcing  vendors  to  invite  to  bid? 

Technical  ability,  reputation,  “chemistry”. 

7.  How  receptive  would  you  be  to  a bid  from  an  outsourcing  vendor  whose  experience  was 
almost  entirely  in  the  federal  sector? 

Would  not  bother  me.  We  have  a lot  of  contracts  with  government  bodies,  so  we  are  fairly 
competent  in  this  area. 

8.  How  important  is  the  outsourcer’  ability  to  attract  and  acquire  your  targeted  staff  (as  part 
of  a proposed  contract)? 

Not  important  at  present 

9.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

1 would  see  over  the  longer  term  more  of  our  IT  coming  back  in-house. 

10.  Which  type  of  outsourcing  fits  best  your  company’s  needs?  (and  why) 

Smaller  development  and  maintenance  contracts  with  12  months  duration. 

11.  How  is  outsourcing  affecting  your  industry?  (Effect  on  growth?  Profitability?) 

• If  outsourcing  is  applied  well,  the  results  are  positive  and  lead  to  improved  profitability. 

• The  problem  seems  to  be  that  it  can  be  very  difficult  to  objectively  assess  the  impact  of 
outsourcing. 

• For  instance,  if  we  reduce  headcount  by  a factor  of  X (as  a result  of  the  outsourcing),  could 
we  not  have  just  reduced  the  number  of  staff  anyway. 

• If  we  increased  profitability,  how  do  we  know  that  outsourcing  had  anything  to  do  with  it. 

12.  How  has  your  attitude  toward  IT  outsourcing  changed  over  the  past  year? 

No,  perhaps  1 am  slightly  more  cynical.  1 certainly  expect  a lot  more  from  the  vendor,  added-value 
is  a must!!!! 

13.  Are  you  as  attracted  by  outsourcing  entire  business  processes  as  by  off-loading 
commodity  transaction  processing? 

No,  as  per  Q10 
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14.  Have  you  computed  the  contribution  made  by  outsourcing  to  your  company’s  overall 
profitability?  (To  cost-reduction  of  IT  depart?) 

No 

15.  Do  you  prefer  longer  or  shorter  contract  durations?  (Why?) 

Short  contracts  of  about  12  months 

16.  Have  you  in  mind  a ranking  regarding  which  types  of  outsourcing  are  the  most  costly? 
(Reasons?) 

No 

17.  In  relation  to  outsourcing,  how  sensitive  are  you  to  the  issue  of  control,  in  general,  and 
control  of  proprietary  data  in  particular? 

Nothing  sensitive  here 

18.  How  strong  is  your  relationship  with  incumbent  outsourcers?  (Probability  of  sole- 
sourcing new  contracts?) 

Current  relationships  are  good. 

19.  To  what  extent,  if  any,  have  union  relations  affected  your  desire  or  ability  to  outsource? 

Not  at  all. 

20.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Tend  to  use  smaller  local  companies  that  are  cheaper  and  keener. 

MORGAN  DRIVEWAY,  INC 

2.  What  is  your  role? 

Manager  of  all  IT 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Senior  role  in  all  outsourced  IT  programs. 

4.  Do  you  prefer  comprehensive  (“bundled")  OS  contracts?  (If  so,  why?) 

• Large  development  programs  in  place  (and  planned). 

• There  are  presumed  cost  advantages  in  bundling  the  services,  but  it  can  be  difficult  to 
achieve  a consistent  level  of  operational  service. 

• We  need  to  ensure  that  our  commitments  are  met.  The  vendor  supplying  development 
services  is  not  necessarily  the  best  vendor  to  operate  the  Data  Center. 

5.  To  what  extent  are  you  inclined  to  outsource  based  on  a need  to  reduce  your  capital 
outlays  and/or  headcount? 

• We  have  no  expertise  or  business  knowledge  of  e-commerce  (which  is  our  most  recent 
project). 

• Different  programs  are  outsourced  for  differing  reasons,  ie,  access  to  expertise  is  scarce, 
reduce  the  cost  of  delivery  service,  implementing  corporate  intranet,  etc,  but  1 suppose  the 
bottom  line  is  that  the  cost  advantage  must  be  prominent. 

6.  How  do  you  determine  which  outsourcing  vendors  to  invite  to  bid? 

The  usual  criteria  of  relevant  experience,  quality  of  work,  proven  in  field  and  familiar  with  our 
technology. 

7.  How  receptive  would  you  be  to  a bid  from  an  outsourcing  vendor  whose  experience  was 
almost  entirely  in  the  federal  sector? 

• Not  a problem  per  se. 

• But  they  would  have  to  meet  our  criteria  in  terms  of  project  management  experience,  able  to 
develop  Web  business  applications  and  B2B  consultancy  skills. 

• 1 guess  that  1 would  not  want  to  be  their  FIRST  customer. 
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8.  How  important  is  the  outsourcer’  ability  to  attract  and  acquire  your  targeted  staff  (as  part 
of  a proposed  contract)? 

They  would  be  required  to  manage  our  contractors  plus  recruit  new  skills.  Transfer  of  existing 
staff  to  the  outsourcing  company  would  be  subject  to  discussion. 

9.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

New  philosophy  of  achieving  excellence.  Vendors  now  have  a proven  track  record  in  delivery  and 
operation  of  large-scale  projects. 

10.  Which  type  of  outsourcing  fits  best  your  company’s  needs?  (and  why) 

• Able  to  utilize  the  best  technology. 

• A vendor  able  to  build  a good  team  and  be  good  at  communications. 

• If  they  can  apply  themselves  intelligently  and  support  our  objectives,  then  the  type  of 
outsourcing  contract  will  be  of  secondary  importance. 

11.  How  is  outsourcing  affecting  your  industry?  (Effect  on  growth?  Profitabiiity?) 

• Outsourcing  is  already  established  and  successful. 

• The  nature  of  the  product  is  changing  more  towards  E-Business  and  Call  Centre  technology. 

• A quick  response  to  new  requirements  and  greater  emphasis  on  managing  the  relationship. 

• If  vendors  can  offer  practical  and  sustainable  business  improvement,  then  their  future  looks 
reasonably  secure. 

12.  How  has  your  attitude  toward  iT  outsourcing  changed  over  the  past  year? 

We  are  now  looking  for  a partnership  on  the  latest  technologies  and  software  solution  as  opposed 
to  just  getting  a “low-cost”  service. 

13.  Are  you  as  attracted  by  outsourcing  entire  business  processes  as  by  off-loading 
commodity  transaction  processing? 

Yes,  but  with  the  effective  management  of  risk  and  how  it  will  impact  on  our  vision  and  business 
strategy. 

20.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

We  prefer  a recognized  and  credible  company,  but  stay  clear  of  the  major  names  because  of  cost. 

CYBERGRAPHICS 

2.  What  is  your  role? 

Overall  responsibility  for  business  processes 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Senior  part  of  the  selection  team. 

4.  Do  you  prefer  comprehensive  (“bundled”)  OS  contracts?  (If  so,  why?) 

No  preference 

5.  To  what  extent  are  you  inclined  to  outsource  based  on  a need  to  reduce  your  capital 
outlays  and/or  headcount? 

Use  consultants  for  special  projects. 

6.  How  do  you  determine  which  outsourcing  vendors  to  invite  to  bid? 

We  normally  select  two  vendors  for  shortlist.  After  that  we  consider  technical  merit  and  business 
acumen  (and  how  they  demonstrate  their  expertise) 

7.  How  receptive  would  you  be  to  a bid  from  an  outsourcing  vendor  whose  experience  was 
almost  entirely  in  the  federal  sector? 

Wouldn’t  matter. 

8.  How  important  is  the  outsourcer’  ability  to  attract  and  acquire  your  targeted  staff  (as  part 
of  a proposed  contract)? 

Not  an  issue 
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9.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

• The  workplace  has  become  more  mobile  with  advanced  communications  and  the  use  of 
WAP.  Therefore,  your  own  IT  staff  does  not  need  to  be  resident  in-house. 

• I don't  know  if  this  will  increase  or  decrease  the  use  of  outsourcing  long  term. 

• Also,  there  is  an  increased  trend  towards  the  use  of  Offshore  service  providers. 

10.  Which  type  of  outsourcing  fits  best  your  company’s  needs?  (and  why) 

IT  and  business  consultancy,  project  management.  We  provide  the  resources  but  the  outsourcing 
company  manages  them. 

11.  How  is  outsourcing  affecting  your  industry?  (Effect  on  growth?  Profitability?) 

Mainly  in  systems  development  and  training. 

12.  How  has  your  attitude  toward  IT  outsourcing  changed  over  the  past  year? 

Not  really. 

13.  Are  you  as  attracted  by  outsourcing  entire  business  processes  as  by  off-loading 
commodity  transaction  processing? 

No 

14.  Have  you  computed  the  contribution  made  by  outsourcing  to  your  company’s  overall 
profitability?  (To  cost-reduction  of  IT  depart?) 

No 

15.  Do  you  prefer  longer  or  shorter  contract  durations?  (Why?) 

Shorter  contracts 

16.  Have  you  in  mind  a ranking  regarding  which  types  of  outsourcing  are  the  most  costly? 
(Reasons?) 

You  have  a feel  through  experience.  Data  center  and  transactions-based  outsourcing  is  getting 
less  expensive. 

Consultancy,  BPO,  custom  development  is  (or  has  been)  increasing  over  the  last  10  years. 
Some  specific  skills  such  as  Oracle,  SAP,  Java,  Active  X are  extortionate. 

17.  In  relation  to  outsourcing,  how  sensitive  are  you  to  the  issue  of  control,  in  general,  and 
control  of  proprietary  data  in  particular? 

Very  sensitive. 

18.  How  strong  is  your  relationship  with  incumbent  outsourcers?  (Probability  of  sole- 
sourcing new  contracts?) 

No  responses. 

19.  To  what  extent,  if  any,  have  union  relations  affected  your  desire  or  ability  to  outsource? 

None 

20.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

No  real  influence.  They  must  demonstrate  technical  ability  and  have  track  record. 

MONTEFIORE  MEDICAL 

2.  What  is  your  role? 

IT  Director 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Recently  handled  the  outsourced  implementation  of  SAP. 

4.  Do  you  prefer  comprehensive  (“bundled”)  OS  contracts?  (If  so,  why?) 

Yes,  but  must  be  fixed  price  contracts. 
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5.  To  what  extent  are  you  inclined  to  outsource  based  on  a need  to  reduce  your  capitai 
outlays  and/or  headcount? 

• Not  the  objective  of  outsourcing  for  us. 

• It  was  the  speed  of  actioning  things  - we  needed  to  implement  SAP  “soup  to  nuts”  and 
increase  software  development  speed  and  quality. 

6.  How  do  you  determine  which  outsourcing  vendors  to  invite  to  bid? 

We  have  a shortlist  including  people  that  we  have  worked  with  in  the  past.  They  submit  their 
proposal  and  we  look  for  the  best  fit. 

7.  How  receptive  would  you  be  to  a bid  from  an  outsourcing  vendor  whose  experience  was 
almost  entirely  in  the  federal  sector? 

Not  a problem 

8.  How  important  is  the  outsourcer’  ability  to  attract  and  acquire  your  targeted  staff  (as  part 
of  a proposed  contract)? 

Not  important 

9.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

More  companies  are  now  outsourcing.  Also  the  variety  and  choice  of  what  can  be  outsourced  has 
changed. 

10.  Which  type  of  outsourcing  fits  best  your  company’s  needs?  (and  why) 

Small,  defined  projects. 

11.  How  is  outsourcing  affecting  your  industry?  (Effect  on  growth?  Profitability?) 

No  response 

12.  How  has  your  attitude  toward  IT  outsourcing  changed  over  the  past  year? 

No 

13.  Are  you  as  attracted  by  outsourcing  entire  business  processes  as  by  off-loading 
commodity  transaction  processing? 

No 

14.  Have  you  computed  the  contribution  made  by  outsourcing  to  your  company’s  overall 
profitability?  (To  cost-reduction  of  IT  depart?) 

We  obtained  a high  value  economic  return  in  terms  of  implementing  a very  sophisticated  system. 

The  benefits  will  be  obtained  internally  (in  that  the  wider  implications  would  have  been 
considerable,  had  we  not  outsourced  it). 

15.  Do  you  prefer  longer  or  shorter  contract  durations?  (Why?) 

Shorter  contracts.  Cost  and  control  are  the  main  reasons. 

16.  Have  you  in  mind  a ranking  regarding  which  types  of  outsourcing  are  the  most  costly? 
(Reasons?) 

No  response. 

17.  In  relation  to  outsourcing,  how  sensitive  are  you  to  the  issue  of  control,  in  general,  and 
control  of  proprietary  data  in  particular? 

None  beyond  what  you  would  have  in  any  other  IT  application  service  contract. 

18.  How  strong  is  your  relationship  with  incumbent  outsourcers?  (Probability  of  sole- 
sourcing new  contracts?) 

Good 

19.  To  what  extent,  if  any,  have  union  relations  affected  your  desire  or  ability  to  outsource? 

None 
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20.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

• It  would  have  some  bearing  in  that  you  feel  safer  with  the  bigger  companies. 

• It  did  influence  us  in  that  we  wanted  to  use  a SAP  Logo  Partner,  which  tend  to  be  the  large  IT 
service  providers  and  consultancies. 

Dr  Pepper  / 7 Up 

2.  What  is  your  role? 

Respondent  is  a senior  VP  for  IT  with  broad  experience  in  outsourcing. 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Currently,  respondent  is  managing  three  major  outsourcing  contracts  for  the  company: 

1.  A large  application  management  contract  with  CSC  for  SAP  support  on  company-owned  HW, 
using  company-owned  SW  license.  The  contract  is  now  in  its  third  year  of  a five-year  contract  and 
DPSU  is  very  satisfied  with  vendor  performance. 

2.  “MIPS  on  Tap,”  a pay-as-you-go  agreement  with  a Managed  Service  Provider  that  offers 
access  to  vendor-owned  mainframes.  The  contract  provides  scaleable,  flexible  and  cost-effective 
access  to  mainframes  on  an  as-needed  basis,  obviating  the  need  for  any  related  capital  outlay  or 
maintenance  expense.  Respondent  likes  the  ability  to  a fixed  monthly  fee  with  pre-determined 
surcharges  for  higher  levels  of  usage.  The  vendor  is  Interactive  Systems,  Inc.  of  Arlington,  VA 
[ISI]. 

3.  A help  desk  / desktop  services  / call  center  contract  with  Synergy  for  services,  staffing  and  HW 
procurement.  Services  are  provided  on-site  at  DPSU  on  company-owned  equipment.  DPSU  is 
very  satisfied  with  vendor  performance. 

4.  Do  you  prefer  comprehensive  (“bundled”)  OS  contracts?  (If  so,  why?) 

Respondent  does  NOT  prefer  “bundled”  OS  contracts  because, 

• He  does  not  believe  that  any  one  vendor  can  do  everything  equally  well,  and 

• He  wants  to  buy  best-of-breed  applications  and  services. 

• He  is  willing  to  serve  as  his  own  IT  “general  contractor”  to  manage  relationships  between 
vendors. 

5.  To  what  extent  are  you  inclined  to  outsource  based  on  a need  to  reduce  your  capital 
outlays  and/or  headcount? 

Regarding  motives  for  outsourcing  and  use  of  company  capital,  respondent  said  that  the 
company’s  goal  is  to  offload  insofar  as  possible  all  routine  IT  work  to  vendors  so  that  internal  staff 
can  be  free  to  work  on  high  value-added,  proprietary  SW  projects. 

6.  How  do  you  determine  which  outsourcing  vendors  to  invite  to  bid? 

All  DPSU  outsourcing  contracts  have  been  competitively  sourced  based  on  bids  from  3-4 
vendors.  Respondent  used  a “discovery  process”  to  determine  which  vendors  to  invite  to  bid.  That 
required  company  research  to  determine  which  were  the  most  outstanding  vendors  active  in  the 
market  for  each  type  of  work  required. 

He  did  NOT  use  consultants  because  respondent  felt  prepared,  based  on  prior  experience,  to 
deal  with  vendors  directly.  He  had  a model  in  hand  to  use  as  a point  of  departure  to  discuss  the 
projects  out  to  bid. 

In  the  case  of  CSC,  the  company  had  done  prior  work  for  DPSU  and  the  company  had  been  very 
satisfied  with  the  vendor’s  performance.  As  for  Synergy,  the  vendor  is  in  its  fourth  year  of  work  for 
DPSU.  It  had  been  brought  to  DPSU  as  a subcontractor  by  a previous  prime.  When  that  project 
didn’t  materialize.  Synergy  proposed  working  for  DPSU  as  a prime  on  the  current  project,  and  its 
proposal  was  accepted. 

7.  How  receptive  would  you  be  to  a bid  from  an  outsourcing  vendor  whose  experience  was 
almost  entirely  in  the  federal  sector? 

When  asked  if  we  have  (or  will)  consider  inviting  to  bid  a vendor  whose  experience  had  been 
entirely  in  the  federal  market,  respondent  said  that  the  key  criterion  would  be  how  “reference-able” 
the  vendor’s  clients  were.  He  clarified  that,  for  "horizontal”  applications,  such  as  HP,  billing,  etc., 
he  saw  no  particular  need  for  a vendor  to  have  any  significant  vertical  industry  expertise.  On  the 
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other  hand,  he  would  not  entrust  an  IT  project,  such  as  software  application  development 
(“vertical”)  for  a consumer  industry  sales  initiative  to  a vendor  that  lacked  deep  experience  in  the 
consumer  product/beverage  industry. 

Respondent  acknowledged  that  vendors  competing  in  the  “horizontal”  applications  market  were 
facing  fierce  competition  and  difficulty  in  differentiating  themselves  from  the  crowd. 

8.  How  important  is  the  outsourcer’  ability  to  attract  and  acquire  your  targeted  staff  (as  part 
of  a proposed  contract)? 

According  to  respondent,  CSC’s  ability  to  attract  and  manage  successfully  an  important  group  of 
DPSU  staff  to  work  for  the  outsourcing  vendor  was  critical  to  the  success  of  the  proposal  and  the 
contract.  DPSU  wanted  to  reduce  headcount,  but  did  not  want  to  lose  the  accumulated  knowledge 
of  this  pool  of  experienced  workers.  As  turned  out,  CSC  was  able  to  attract  and  retain  this  staff  by 
offering  them  superior  opportunities  for  professional  advancement,  while  at  the  same  time  making 
available  to  DPSU  a very  large  pool  of  experts  that  DPSU  would  never  have  been  able  to  attract 
for  an  in-house  position. 

Respondent  clarified  that,  if  for  any  reason  CSC  as  the  incumbent  needed  to  be  replaced  in  the 
future,  DPSU  would  take  care  either  to  transfer  this  experienced  team  to  a new  vendor,  or  to  bring 
them  back  in-house  as  full-time  DPSU  employees. 

During  the  original  contract  competition,  it  was  very  important  to  DPSU  to  select  a vendor  that  had 
a good  reputation  for,  and  demonstrated  success  absorbing  customer  staff  as  part  of  an 
outsourcing  project. 

9.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

• Respondent  believes  that  there  are  three  important  trends  at  work  today  in  the  outsourcing 
field: 

• Both  outsourcing  providers  and  customers  are  much  better  educated  than  they  were  in  the 
past. 

• Contract  models  are  more  sophisticated. 

• ASP  model  is  becoming  increasingly  attractive:  this  market  is  likely  to  expand. 

• For  example,  DPSU  is  willing  to  use  ASPs  for  horizontal  applications,  or  even  for  SAP  work, 
but  company  was  unlikely  to  use  an  ASP  for  Web  development  work.  Reason:  ASP  model  is 
inappropriate  for  work  that  needs  to  be  highly  customized.  It  is,  by  nature,  a model  for 
delivery  of  standard,  low-cost  applications  that  can  be  used  and  re-used  by  many  companies. 

10.  Which  type  of  outsourcing  fits  best  your  company’s  needs?  (and  why) 

11.  How  is  outsourcing  affecting  your  industry?  (Effect  on  growth?  Profitability?) 

Effect  of  Outsourcing  on  Consumer  Industry 

The  beverage  industry  has  grown  typically  through  acquisitions — mainly  by  acquiring  rival  brands. 
Outsourcers  are  expediting  the  process  by  facilitating  the  integration  of  dissimilar  IT 
infrastructures. 

The  IT  business  differs  from  the  process  manufacturing  business.  The  bridge  could  provide 
increasing  opportunity  for  BPO  vendors  able  to  take  over  responsibility  for  manufacturing 
operations  (including  IT)  while  leaving  the  marketing  function  to  the  customer  (for  example,  as  the 
result  of  an  an  acquisition). 

While  customers  still  look  to  outsourcing  as  a way  to  lower  specific  costs,  they  no  longer  expect 
outsourcing  to  lower  their  level  of  total  IT  spending.  What  customers  gain  in  greater  flexibility, 
especially  the  ability  to  re-deploy  in-house  resources  on  higher-value-added  project  work  that  is 
inherently  proprietary. 

Also,  there  is  no  question  but  that  customers  are  attracted  to  outsourcers  due  to  the  IT  skills 
shortage.  This  may  be  less  of  a problem  at  present,  but  it  has  certainly  been  a factor  in  the  past 
and  was  a key  driver  of  outsourcing  initiatives. 

Respondent  summarized  this  point  by  saying  simply,  “CSC  becomes  an  HR  machine  that  feeds 
[us]  staff."  In  his  opinion,  CSC's  core  competency  is  not  technical,  it  is  the  ability  to  provide  people 
to  the  IT  industry. 

12.  How  has  your  attitude  toward  IT  outsourcing  changed  over  the  past  year? 

No  response 
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13.  Are  you  as  attracted  by  outsourcing  entire  business  processes  as  by  off-loading 
commodity  transaction  processing? 

No  response 

14.  Have  you  computed  the  contribution  made  by  outsourcing  to  your  company’s  overall 
profitability?  (To  cost-reduction  of  IT  depart?) 

Yes. 

DPSU  has  operating  budget  objectives  and  annual  targets.  Respondent’s  experience  with 
outsourcing  to  date  has  been  that  vendors  have  enabled  DPSU  to  exceed  its  budget  targets  even 
while  coping  with  an  increasing  workload.  This  was  particularly  impressive  because  the  original 
budget  targets  had  been  built  on  aggressive  estimates  of  cost-savings. 

15.  Do  you  prefer  longer  or  shorter  contract  durations?  (Why?) 

No  response 

16.  Have  you  in  mind  a ranking  regarding  which  types  of  outsourcing  are  the  most  costly? 
(Reasons?) 

Types  of  Outsourcing  and  Cost 

When  asked  which  types  of  outsourcing  services  were  most  expensive  to  the  customer  to  obtain, 
respondent  gave  the  following  ranking  from  “most”  to  “least"  expensive. 

1.  Strategic  systems  development,  applications  development  and  maintenance. 

2.  ASP  model,  managed  services 

3.  Help  desk,  call  center,  desktop  services.  These  require  less  skill  AND  supply  exceeds  demand. 
(DPSU  prefers  on-site  provision  of  services  rather  than  remote.) 

17.  In  relation  to  outsourcing,  how  sensitive  are  you  to  the  issue  of  control,  in  general,  and 
control  of  proprietary  data  in  particular? 

No  response 

18.  How  strong  is  your  relationship  with  incumbent  outsourcers?  (Probability  of  sole- 
sourcing new  contracts?) 

No  response 

19.  To  what  extent,  if  any,  have  union  relations  affected  your  desire  or  ability  to  outsource? 

No  response 

20.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

No  response 
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Exhibit  D-4 


Tabulation  of  User  Interview  Survey  Responses  by  Question 


Companies  with  Experience  in  IT  Outsourcing 

2.  What  is  your  role? 

Montefiore 

Medical 

IT  Director 

Cyber-graphics 

Overall  responsibility  for  business  processes 

Morgan 
Driveway,  Inc 

Manager  of  all  IT 

Amphenol 

Responsible  for  all  custom  development  and  integration  services. 

Rochester 
Democrat  & 
Chronicle 

VP-IS 

Omega  Financial 

IT  Manager 

American  Crystai 
Sugar  Company 

IS  Director 

Garden  Way,  Inc 

IS  Development  Manager 

Hologic,  Inc 

Overall  director  of  all  IT 

Eaton  Corp 

Overall  IS  responsibility 

Dr  Pepper  / 7 Up 

Respondent  is  a senior  VP  for  IT  with  broad  experience  in  outsourcing. 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Montefiore 

Medicai 

Recently  handled  the  outsourced  implementation  of  SAP. 

Cyber-graphics 

Senior  part  of  the  selection  team. 

Morgan 
Driveway,  Inc 

Senior  role  in  all  outsourced  IT  programs. 

Amphenol 

Have  placed  (awarded)  many  contracts.  Also  spent  many  years  as  project  manager  on 
large-scale  outsourcing  contracts. 

Rochester 
Democrat  & 
Chronicle 

I call  “all  the  shots”. 

Omega  Financial 

Extensive.  Have  been  involved  in  outsourcing  for  at  least  10  years. 

American  Crystai 
Sugar  Company 

Main  decision-maker  in  all  major  IT  decisions. 

Garden  Way,  Inc 

I have  final  decision  on  all  outsourcing  (customized  and  otherwise). 

Hologic,  Inc 

Have  been  involved  in  several  outsourcing  arrangements  in  many  mixed  environments 

Eaton  Corp 

Varied,  used  extensively  for  development  and  ERP  work.  Some  e-business,  Website  design 
and  some  related  development. 
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DR  PEPPER/ 7 
UP 

Currently,  respondent  is  managing  three  major  outsourcing  contracts  for  the  company: 

1 . A large  application  management  contract  with  CSC  for  SAP  support  on  company-owned 
HW,  using  company-owned  SW  license.  The  contract  is  now  in  its  third  year  of  a five-year 
contract  and  DPSU  is  very  satisfied  with  vendor  performance. 

2.  “MIPS  on  Tap,”  a pay-as-you-go  agreement  with  a Managed  Service  Provider  that  offers 
access  to  vendor-owned  mainframes.  The  contract  provides  scaleable,  flexible  and  cost- 
effective  access  to  mainframes  on  an  as-needed  basis,  obviating  the  need  for  any  related 
capital  outlay  or  maintenance  expense.  Respondent  likes  the  ability  to  a fixed  monthly  fee 
with  pre-determined  surcharges  for  higher  levels  of  usage.  The  vendor  is  Interactive 
Systems,  Inc.  of  Arlington,  VA  [ISI]. 

3.  A help  desk  / desktop  services  / call  center  contract  with  Synergy  for  services,  staffing  and 
HW  procurement.  Services  are  provided  on-site  at  DPSU  on  company-owned  equipment. 
DPSU  is  very  satisfied  with  vendor  performance. 

4.  Do  you  prefer  comprehensive  (“bundled”)  OS  contracts?  (If  so,  why?) 


Montefiore 

Medical 

Yes,  but  must  be  fixed  price  contracts. 

Cyber-graphics 

No  preference 

Morgan 
Driveway,  Inc 

• Large  development  programs  in  place  (and  planned). 

• There  are  presumed  cost  advantages  in  bundling  the  services,  but  it  can  be  difficult  to 
achieve  a consistent  level  of  operational  service. 

• We  need  to  ensure  that  our  commitments  are  met.  The  vendor  supplying  development 
services  is  not  necessarily  the  best  vendor  to  operate  the  Data  Center. 

Amphenol 

No  preference. 

The  contract  will  reflect  the  service  program  that  needs  to  be  outsourced.  Contracts  can 
have  different  durations  and  termination  dates,  so  even  if  we  wanted  to  bundle  them, 
sometimes  it  is  not  logistically  possible. 

Rochester 
Democrat  & 
Chronicle 

Prefer  bundled  contracts,  due  to  the  cost  ratio. 

Omega  Financial 

Yes,  we  can  leverage  the  price. 

American  Crystal 
Sugar  Company 

We  end  up  with  a balance.  We  had  a policy  to  widen  the  supplier  base  and  to  bring  in  a 
greater  level  of  knowledge  and  expertise.  Better  commercial  advantages  in  not  bundling  the 
contract 

Garden  Way,  Inc 

Bundled.  We  manage  all  our  outsourcing  through  KPMG. 

Hologic,  Inc 

In  an  ideal  world,  we  would  go  with  as  much  bundled  as  possible.  We  have  a large  contract 
with  ADP,  but  we  still  have  the  need  to  place  2-3  other  individual  contracts  with  other  service 
vendors 

Eaton  Corp 

No,  we  prefer  to  award  specific  contracts  for  a discrete  piece  of  work. 

Dr  Pepper  / 7 Up 

Respondent  does  NOT  prefer  “bundled”  OS  contracts  because, 

• He  does  not  believe  that  any  one  vendor  can  do  everything  equally  well,  and 

• He  wants  to  buy  best-of-breed  applications  and  services. 

• He  is  willing  to  serve  as  his  own  IT  “general  contractor”  to  manage  relationships  between 
vendors. 

5.  To  what  extent  are  you  inclined  to  outsource  based  on  a need  to  reduce  your  capital  outlays 

and/or  headcount? 


Montefiore 

Medical 

Not  the  objective  of  outsourcing  for  us. 

It  was  the  speed  of  actioning  things  - we  needed  to  implement  SAP  “soup  to  nuts”  and 
increase  software  development  speed  and  quality. 

Cyber-graphics 

Use  consultants  for  special  projects. 

Morgan 

We  have  no  expertise  or  business  knowledge  of  e-commerce  (which  is  our  most  recent 
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Driveway,  Inc 

project). 

Different  programs  are  outsourced  for  differing  reasons,  ie,  access  to  expertise  is  scarce, 
reduce  the  cost  of  delivery  service,  implementing  corporate  intranet,  etc,  but  I suppose  the 
bottom  line  is  that  the  cost  advantage  must  be  prominent. 

Amphenol 

In  the  early  days,  outsourcing  was  done  for  commercial  considerations.  Nowadays,  we  have 
more  sophisticated  reasons-specific  projects,  core  or  scarce  skills. 

Omega  Financial 

Where  we  cannot  keep  talented  people  fully  employed 

American  Crystai 
Sugar  Company 

Better  service  and  support. 

Improved  staff  usage  and  utilization. 

Well  suited  to  development  and  custom  projects. 
Relieve  the  workload  to  the  existing  IT  team. 

Garden  Way,  Inc 

Originally  to  reduce  our  headcount  and  look  at  ways  of  reducing  our  cost  base.  Laterally  we 
are  now  looking  for  expertise  in  specific  disciplines  and  to  improve  development 
performance.  To  improve  the  key  components  and  business  functionality. 

While  we  want  KPMG  to  provide  better  service,  we  also  want  them  to  be  more  customer 
focused. 

Hologic,  Inc 

The  primary  reasons  were  that  we  had  a mixed  environment  of  DEC/Compaq,  Solaris  and 
Unisys.  Control  of  this  became  very  difficult  and  cumbersome,  so  we  started  to  outsource 
different  elements  of  this. 

We  did  have  the  objective  to  reduce  the  main  overhead  of  the  service  cost  and  to  be  able  to 
complete  other  (new)  IT  projects  faster. 

Eaton  Corp 

Recoverable  costs  from  departmental  budgets. 

Dr  Pepper  / 7 Up 

Regarding  motives  for  outsourcing  and  use  of  company  capital,  respondent  said  that  the 
company’s  goal  is  to  offload  insofar  as  possible  all  routine  IT  work  to  vendors  so  that  internal 
staff  can  be  free  to  work  on  high  value-added,  proprietary  SW  projects. 

6.  How  do  you  determine  which  outsourcing  vendors  to  invite  to  bid? 

Montefiore 

Medical 

We  have  a shortlist  including  people  that  we  have  worked  with  in  the  past.  They  submit  their 
proposal  and  we  look  for  the  best  fit. 

Cyber-graphics 

We  normally  select  two  vendors  for  shortlist.  After  that  we  consider  technical  merit  and 
business  acumen  (and  how  they  demonstrate  their  expertise) 

Morgan 
Driveway,  inc 

The  usual  criteria  of  relevant  experience,  quality  of  work,  proven  in  field  and  familiar  with  our 
technology. 

Amphenol 

Technical  ability,  reputation,  “chemistry”. 

Rochester 
Democrat  & 
Chronicle 

They  need  experience  of  front-end  systems  and  vast  exposure  to  the  newspaper  industry. 

Omega  Financial 

We  merged  with  another  bank,  so  we  are  jointly  using  the  incumbent  supplier.  However,  we 
are  seeking  due  diligence  for  the  next  contract  award. 

American  Crystal 
Sugar  Company 

• Cost 

• Quality  of  company  and  their  people. 

• Team  building  and  management. 

• To  manage  the  applications  through  development  testing  and  production. 

• Able  to  meet  demanding  delivery  requirements. 

• Process  functional  and  technical  skill  sets. 

Garden  Way,  Inc 

We  always  use  KPMG  as  our  principle  partner  who  will  manage  the  overall  contracts. 

There  are  about  20  other  organizations  that  we  define  and  from  which  we  source  the 
operational  services,  but  the  contract  is  planned  and  managed  by  KPMG. 

Single-source  contract  for  urgency  and  proprietary  systems  support. 
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Hologic,  Inc 

• Proven  record,  expertise.  Must  be  a solution  provider.  Knowledgeable  in  our  application 
types  and  operating  environment.  Proven  success  on  similar  types  of  outsourcing 
projects. 

• Expertise  in  Web-enabled  financial  software. 

Eaton  Corp 

• We  work  from  an  existing  list  of  preferred  (known)  vendors  to  which  we  add  and  remove. 

• Generally  an  outsourcing  contract  is  awarded  to  a company  with  which  we  have  an 
already  established  relationship. 

Dr  Pepper / 7 Up 

• All  DPSU  outsourcing  contracts  have  been  competitively  sourced  based  on  bids  from  3-4 
vendors.  Respondent  used  a “discovery  process”  to  determine  which  vendors  to  invite  to 
bid.  That  required  company  research  to  determine  which  were  the  most  outstanding 
vendors  active  in  the  market  for  each  type  of  work  required. 

• He  did  NOT  use  consultants  because  respondent  felt  prepared,  based  on  prior 
experience,  to  deal  with  vendors  directly.  He  had  a model  in  hand  to  use  as  a point  of 
departure  to  discuss  the  projects  out  to  bid. 

• In  the  case  of  CSC,  the  company  had  done  prior  work  for  DPSU  and  the  company  had 
been  very  satisfied  with  the  vendor’s  perfonnance.  As  for  Synergy,  the  vendor  is  in  its 
fourth  year  of  work  for  DPSU.  It  had  been  brought  to  DPSU  as  a subcontractor  by  a 
previous  prime.  When  that  project  didn’t  materialize.  Synergy  proposed  working  for 
DPSU  as  a prime  on  the  current  project,  and  its  proposal  was  accepted. 

7.  How  receptive  would  you  be  to  a bid  from  an  outsourcing  vendor  whose 
experience  was  almost  entirely  in  the  federal  sector? 


Montefiore 

Medical 

Not  a problem 

Cyber-graphics 

Wouldn’t  matter. 

Morgan 
Driveway,  inc 

Not  a problem  per  se. 

But  they  would  have  to  meet  our  criteria  in  terms  of  project  management  experience,  able  to 
develop  Web  business  applications  and  B2B  consultancy  skills. 

I guess  that  I would  not  want  to  be  their  FIRST  customer. 

Amphenoi 

Would  not  bother  me.  We  have  a lot  of  contracts  with  government  bodies,  so  we  are  fairly 
competent  in  this  area. 

Rochester 
Democrat  & 
Chtonicie 

I would  not  be  unreceptive,  but  they  would  need  to  have  considerable  experience  of  our 
industry  (othen/vise  we  would  not  get  seriously  involved  with  them) 

Omega  Financial 

Not  a problem,  providing  the  other  requirements  were  met. 

American  Crystai 
Sugar  Company 

"Give  me  a name”. 

In  a hypothetical  situation,  I would  say  that  if  the  vendor  possess  quality,  service  and  speed 
in  implementing  a quality  standardization  program,  then  federal-only  experience  should  not 
be  an  issue. 

One  or  two  large  federal  contracts  can  allow  an  organization  to  grow  very  rapidiy.  Companies 
like  EDS  were  very  heaviiy  involved  in  federai  contracts  and  it  didn’t  really  prevent  the 
company  from  moving  into  the  commercial  market. 

Garden  Way,  Inc 

I would  have  my  doubts,  not  really  decided  yet. 

Hologic,  Inc 

In  theory  it  would  not  prevent  us. 

Our  current  situation  is  that  we  have  contracts  to  be  outsourced.  We  want  to  remove  that 
responsibility  from  us  to  a partner  vendor  to  aiiow  the  vendor  and  ourselves  to  focus  on  our 
technical  strengths. 

Eaton  Corp 

Not  really  applicable.  They  would  have  to  meet  the  criteria  (as  per  Q6) 
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When  asked  if  we  have  (or  will)  consider  inviting  to  bid  a vendor  whose  experience  had  been 
entirely  in  the  federal  market,  respondent  said  that  the  key  criterion  would  be  how  “reference- 
able”  the  vendor’s  clients  were.  He  clarified  that,  for  “horizontal”  applications,  such  as  HP, 
billing,  etc.,  he  saw  no  particular  need  for  a vendor  to  have  any  significant  vertical  industry 
expertise.  On  the  other  hand,  he  would  not  entrust  an  IT  project,  such  as  software  application 
development  (“vertical”)  for  a consumer  Industry  sales  Initiative  to  a vendor  that  lacked  deep 
experience  in  the  consumer  product/beverage  industry. 

Respondent  acknowledged  that  vendors  competing  in  the  “horizontal”  applications  market 
were  facing  fierce  competition  and  difficulty  in  differentiating  themselves  from  the  crowd. 

8.  How  important  is  the  outsourcer’  ability  to  attract  and  acquire  your  targeted  staff 

(as  part  of  a proposed  contract)? 


Montefiore 

Medical 

Not  important 

Cyber-graphics 

Not  an  issue 

Morgan 
Driveway,  Inc 

They  would  be  required  to  manage  our  contractors  plus  recruit  new  skills.  Transfer  of 
existing  staff  to  the  outsourcing  company  would  be  subject  to  discussion. 

Amphenol 

Not  important  at  present 

Rochester 
Democrat  & 
Chronicle 

Hasn’t  happened  yet;  would  put  it  down  as  unimportant  at  present. 

Omega  Financial 

Have  had  a delicate  situation  in  the  past  that  was  resolved,  but  it  is  something  that  we  need 
to  be  careful  about. 

Existing  staff  working  for  a large  financial  services  company  would  not  be  too  keen  to  move 
to  a smaller  IT  services  company. 

American  Crystal 
Sugar  Company 

If  we  do  not  want  to  continue  with  a large  in-house  IT  resource,  then  the  supplier  must  fulfil 
that  role. 

Garden  Way,  Inc 

Not  important. 

Hologic,  Inc 

Important  in  that  they  manage  the  human  resources.  We  had  problems  in  recruitment  and 
retention  of  staff,  so  this  is  an  essential  part  of  the  project. 

Eaton  Corp 

Not  really  important.  We  tend  to  outsource  contracts  when  we  lack  sufficient  internal 
resources. 

Our  in-house  staff  either  assists  these  contracts  in  secondary  role,  or  is  assigned  a new  piece 
of  work  (totally  unrelated).  T ransfer  of  staff  has  not  occurred  to  date. 

Dr  Pepper  / 7 Up 

According  to  respondent,  CSC’s  ability  to  attract  and  manage  successfully  an  important 
group  of  DPSU  staff  to  work  for  the  outsourcing  vendor  was  critical  to  the  success  of  the 
proposal  and  the  contract.  DPSU  wanted  to  reduce  headcount,  but  did  not  want  to  lose  the 
accumulated  knowledge  of  this  pool  of  experienced  workers.  As  turned  out,  CSC  was  able  to 
attract  and  retain  this  staff  by  offering  them  superior  opportunities  for  professional 
advancement,  while  at  the  same  time  making  available  to  DPSU  a very  large  pool  of  experts 
that  DPSU  would  never  have  been  able  to  attract  for  an  in-house  position. 

Respondent  clarified  that,  if  for  any  reason  CSC  as  the  incumbent  needed  to  be  replaced  in 
the  future,  DPSU  would  take  care  either  to  transfer  this  experienced  team  to  a new  vendor,  or 
to  bring  them  back  in-house  as  full-time  DPSU  employees. 

During  the  original  contract  competition,  it  was  very  important  to  DPSU  to  select  a vendor 
what  had  a good  reputation  for,  and  demonstrated  success  absorbing  customer  staff  as  part 
of  an  outsourcing  project. 

9.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 


Montefiore 

Medical 

More  companies  are  now  outsourcing.  Also  the  variety  and  choice  of  what  can  be 
outsourced  has  changed. 
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The  workplace  has  become  more  mobile  with  advanced  communications  and  the  use  of 
WAP.  Therefore,  your  own  IT  staff  does  not  need  to  be  resident  in-house. 

I don’t  know  if  this  will  increase  or  decrease  the  use  of  outsourcing  long  term. 

Also,  there  is  an  increased  trend  towards  the  use  of  Offshore  service  providers. 

Morgan 
Driveway,  Inc 

New  philosophy  of  achieving  excellence.  Vendors  now  have  a proven  track  record  in  delivery 
and  operation  of  large-scale  projects. 

Amphenol 

I would  see  over  the  longer  term  more  of  our  IT  coming  back  in-house. 

Rochester 
Democrat  & 
Chronicle 

Much  larger  stable  nowadays.  Greater  choice  of  vendors,  more  experience,  more  extensive 
knowledge  and  also  a great  deal  more  business  process  outsourcing  than  ever  before. 

Omega  Financial 

Banking  is  changing.  It  now  encompasses  a full  range  of  services  including  insurance, 
stockbroking,  etc,. 

We  need  an  outsourcing  company  to  take  us  into  the  future.  We  need  improved  service  at 
lower  cost. 

American  Crystal 
Sugar  Company 

• Must  show  tangible  improvements. 

• Facility  to  increase  communication. 

• Commitment  to  achieving  specific  goals. 

• Support  the  complete  process  and  shape  the  business  model. 

Garden  Way,  Inc 

More  procurement  via  the  Internet.  Big  changes  in  the  variety  and  type  of  service;  allows 
expansion  into  other  areas.  Greater  professionalism. 

Hologic,  Inc 

Some  services  are  easier  to  contract  out  now.  Operational  duties  are  spreading  into  new  IT 
areas  especially  CRM. 

Outsourcing  is  now  an  acceptable  process  and  customers  are  more  intuitive. 

Eaton  Corp 

More  selective.  The  market  is  becoming  more  discrete,  with  organizations  having  greater 
specialization. 

I think  that  there  is  a decrease  in  the  “larger  all-encompassing”  projects.  User  companies  lack 
some  of  the  management  tools  internally,  the  vendor  must  proactively  manage  the  customer 
(as  well  as  the  project). 

Outsourcing  is  moving  away  from  maintenance  of  products  and  support  of  users  towards 
working  on  new  architecture  and  solution  development. 

Dr  Pepper/ 7 Up 

Respondent  believes  that  there  are  three  important  trends  at  work  today  in  the  outsourcing 

field: 

• Both  outsourcing  providers  and  customers  are  much  better  educated  than  they  were  in 
the  past. 

• Contract  models  are  more  sophisticated. 

• ASP  model  is  becoming  increasingly  attractive;  this  market  is  likely  to  expand. 

• For  example,  DPSU  is  willing  to  use  ASPs  for  horizontal  applications,  or  even  for  SAP 
work,  but  company  wa  unlikely  to  use  an  ASP  for  Web  development  work.  Reason;  ASP 
model  is  inappropriate  for  work  that  needs  to  be  highly  customized.  It  is,  by  nature,  a 
model  for  delivery  of  standard,  low-cost  applications  that  can  be  used  and  re-used  by 
many  companies. 

10.  Which  type  of  outsourcing  fits  best  your  company’s  needs?  (and  why) 


Montefiore 

Medical 

Small,  defined  projects. 

Cyber-graphics 

IT  and  business  consultancy,  project  management.  We  provide  the  resources  but  the 
outsourcing  company  manages  them. 

Morgan 
Driveway,  Inc 

• Able  to  utilize  the  best  technology. 

• A vendor  able  to  build  a good  team  and  be  good  at  communications. 

• If  they  can  apply  themselves  intelligently  and  support  our  objectives,  then  the  type  of 
outsourcing  contract  will  be  of  secondary  importance. 
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Amphenol 

Smaller  development  and  maintenance  contracts  with  12  months  duration. 

Rochester 
Democrat  & 
Chronicle 

The  type  of  contract  is  secondary  to  obtaining  the  correct  skill  fit.  If  we  get  the  right  vendor 
with  exactiy  the  right  type  of  skills  and  service  offering,  we  would  ask  them  to  propose 
alternative  contract  solutions  to  us. 

Omega  Financial 

• Facilities  Management  and  procurement. 

• An  efficient  service  that  works  24  hours  a day,  able  to  improve  business  processes  all 
round. 

American  Crystal 
Sugar  Company 

• That  by  which  we  can  better  satisfy  our  customers  and  users. 

• We  want  to  strengthen  the  team  at  operational  level  and  oversee  the  technical  side  of 
the  legacy  projects. 

• Support  of  the  wider  business  units 

Garden  Way,  Inc 

An  application  management  and  support  role  for  ERP.  Answer  to  our  skill  shortages;  can  be 
the  most  practical  solution. 

Hologic,  Inc 

Support  for  specialist  software  packages,  project  management,  BPR.  All  e-business  services 
and  internet  integration. 

Eaton  Corp 

Smaller  independent  companies  that  provide  specific  services.  Help  desk,  Internet  Web 
services,  production  of  documentation,  training,  raw  coding  and  programming. 

Not  purely  a support  arrangement:  they  need  to  provide  stability  in  an  older  operating 
environment. 

11.  How  is  outsourcing  affecting  your  industry?  (Effect  on  growth?  Profitability?) 


Cyber-graphics 

Mainly  in  systems  development  and  training. 

Morgan 
Driveway,  Inc 

• Outsourcing  is  already  established  and  successful. 

• The  nature  of  the  product  is  changing  more  towards  E-Business  and  Call  Centre 
technology. 

• A quick  response  to  new  requirements  and  greater  emphasis  on  managing  the 
relationship. 

• If  vendors  can  offer  practical  and  sustainable  business  improvement,  then  their  future 
looks  reasonably  secure. 

Amphenol 

• If  outsourcing  is  applied  well,  the  results  are  positive  and  lead  to  improved  profitability. 

• The  problem  seems  to  be  that  it  can  be  very  difficult  to  objectively  assess  the  impact  of 
outsourcing. 

• For  instance,  if  we  reduce  headcount  by  a factor  of  X (as  a result  of  the  outsourcing), 
could  we  not  have  just  reduced  the  number  of  staff  anyway. 

• If  we  increased  profitability,  how  do  we  know  that  outsourcing  had  anything  to  do  with  it. 

Omega  Financial 

Not  measurable. 

American  Crystal 
Sugar  Company 

1 think  that  we  have  achieved: 

Improved  service  levels  to  users. 

Enhanced  the  level  of  support 
Provided  control  and  improved  quality. 

From  a commercial  point  of  view,  we  have  reduced  operating  costs  whilst  experiencing  very 
tough  trading  conditions. 

Garden  Way,  Inc 

Improved  efficiency  on  the  supply  chain.  Faster  and  cheaper  to  get  our  applications  and 
services  up  and  running. 

Hologic,  Inc 

The  skills  are  available,  but  the  costs  are  very  high.  A high  proportion  of  our  overall  IT 
budget  now  goes  to  external  contracts. 

We  have  definitely  seen  a reduction  in  capital  and  recurring  costs.  Outsourcing  has  allowed 
us  to  stay  ahead  competitively  by  increasing  the  time  scales  to  develop  new  applications. 

Eaton  Corp 

Not  measurable  in  commercial  business  terms.  Outsourcing  is  an  essential  link  with  our  in- 
house  technical  delivery  teams. 
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We  have  improved  time  scales  for  on-going  development  and  achieved  better  quality  at  a 
reasonable  cost. 

Dr  Pepper/ 7 Up 

Effect  of  Outsourcing  on  Consumer  Industry 

• The  beverage  industry  has  grown  typically  through  acquisitions — mainly  by  acquiring 
rival  brands.  Outsourcers  are  expediting  the  process  by  facilitating  the  integration  of 
dissimilar  IT  infrastructures. 

• The  IT  business  differs  from  the  process  manufacturing  business.  The  bridge  could 
provide  increasing  opportunity  for  BPO  vendors  able  to  take  over  responsibility  for 
manufacturing  operations  (including  IT)  while  leaving  the  marketing  function  to  the 
customer  (for  example,  as  the  result  of  an  an  acquisition). 

• While  customers  still  look  to  outsourcing  as  a way  to  lower  specific  costs,  they  no  longer 
expect  outsourcing  to  lower  their  level  of  total  IT  spending.  What  customers  gain  in 
greater  flexibility,  especially  the  ability  to  re-deploy  in-house  resources  on  higher-value- 
added  project  work  that  Is  inherently  proprietary. 

• Also,  there  is  no  question  but  that  customers  are  attracted  to  outsourcers  due  to  the  IT 
skills  shortage.  This  may  be  less  of  a problem  at  present,  but  it  has  certainly  been  a 
factor  in  the  past  and  was  a key  driver  of  outsourcing  initiatives. 

• Respondent  summarized  this  point  by  saying  simply,  “CSC  becomes  an  HR  machine 
that  feeds  [us]  staff.”  In  his  opinion,  CSC's  core  competency  is  not  technical.  It  Is  the 
ability  to  provide  people  to  the  IT  industry. 

12.  How  has  your  attitude  toward  IT  outsourcing  changed  over  the  past  year? 


Montefiore 

Medical 

No 

Cyber-graphics 

Not  really. 

Morgan 
Driveway,  Inc 

We  are  now  looking  for  a partnership  on  the  latest  technologies  and  software  solution  as 
opposed  to  just  getting  a “low-cost”  service. 

Amphenol 

No,  perhaps  I am  slightly  more  cynical.  I certainly  expect  a lot  more  from  the  vendor,  added- 
value  is  a must!!!! 

Rochester 
Democrat  & 
Chronicle 

I am  more  relaxed  about  outsourcing. 

Omega  Financial 

Still  receptive  to  OS. 

American  Crystal 
Sugar  Company 

More  confident  in  design  and  reviewing  operational  models. 

Processing  and  operational  control  have  improved  considerably.  Account  management  is 
easier  to  control  and  manage. 

Garden  Way,  Inc 

More  positive:  allows  staff  more  time  for  other  applications.  Lead  times  for  service  have 
improved,  greater  responsiveness  from  the  vendor  leading  to  greater  satisfaction  all  round. 

Hologic,  Inc 

Inertia  towards  external  service  suppliers  in  some  circles;  thoughts  are  that  we  will  obtain  a 
better  return  on  IT  using  in-house  staff. 

Even  though  there  is  a general  shortage  of  key  skills;  the  service  vendors  don’t  necessarily 
have  the  skills  either. 

Eaton  Corp 

Little.  We  are  committed  to  a business  transformation  program  and  outsourcing  is  part  of  that 
building  block  for  the  future. 

13.  Are  you  as  attracted  by  outsourcing  entire  business  processes  as  by  off-loading  commodity 

transaction  processing? 


Montefiore 

Medical 

No 

Cyber-graphics 

No 

Morgan 
Driveway,  Inc 

Yes,  but  with  the  effective  management  of  risk  and  how  it  will  impact  on  our  vision  and 
business  strategy. 

Amphenol 

No,  as  perQIO 
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Rochester 
Democrat  & 
Chronicle 

Yes,  if  we  can  see  that  there  are  real  beneficial  gains  for  us. 

Omega  Financial 

Yes. 

American  Crystai 
Sugar  Company 

We  have  very  ambitious  plans  and  want  to  be  able  to  move  forward  much  faster. 

We  are  aware  of  the  wider  capabilities  (of  entire  outsourcing),  it  will  make  us  internally  more 
effective  and  improve  those  internal  processes.  It  could  eliminate  major  integration  issues 
further  down  the  line. 

Garden  Way,  Inc 

YES 

Hologic,  Inc 

Only  if  they  can  provide  added  value  for  enhancement  and  support.  Improvements  in  change 
are  usually  never  achieved. 

Trying  to  combine  external  and  internal  resources  (as  present)  can  be  very  difficult,  but 
outsourcing  the  entire  IT  and  business  processes  would  be  a massive  decision. 

Eaton  Corp 

Not  at  all.  Our  policy  towards  outsourcing  is  (as  per  Q10) 

14.  Have  you  computed  the  contribution  made  by  outsourcing  to  your  company’s  overall 
profitability?  (To  cost-reduction  of  IT  depart?) 


Montefiore 

Medical 

We  obtained  a high  value  economic  return  in  terms  of  implementing  a very  sophisticated 
system. 

The  benefits  will  be  obtained  internally  (in  that  the  wider  implications  would  have  been 
considerable,  had  we  not  outsourced  it). 

Cyber-graphics 

No 

Amphenol 

No 

Rochester 
Democrat  & 
Chronicle 

No  model  as  such,  but  costs  come  from  the  overall  IT  budget. 

Omega  Financial 

Overseen  by  our  auditors.  Specific  cost  reductions  in  operational  overheads  have  been 
achieved:  lower  support  and  operational  costs  on  the  longer  term. 

American  Crystal 
Sugar  Company 

• Improved  customer  satisfaction  - overall  pleasing. 

• IT  expertise  at  a cheaper  price  than  it  would  take  us  to  maintain  personnel  in-house. 

• Able  to  monitor  and  evaluate  specific  “hard  success"  criteria.  Creation  of  brand 
awareness  and  loyalty.  Superior  levels  of  customer  services. 

Garden  Way,  Inc 

Yes.  We  have  seen  the  benefits  of  joint  ventures  and  strategic  alliances;  both  parties  share 
costs  and  resources. 

Hologic,  Inc 

Ultimately,  the  measurement  has  got  to  be  reflected  in  the  success  of  the  business 
generation.  Lower  operating  costs,  greater  turnover,  numbers  of  increased  transactions;  do 
you  ever  know  the  real  story?????  It  depends  on  the  business  model  that  is  being  adopted. 

Eaton  Corp 

We  have  been  able  to  reduce  our  internal  headcount  and  not  have  to  increase  new-skill 
recruitment. 

We  have  also  been  able  to  better  control  the  overall  IT  overhead  and  budget.  We  are 
maximizing  the  returns  on  our  original  IT  investment;  bringing  operational  benefits  to  the 
company. 

Dr  Pepper  / 7 Up 

Yes. 

DPSU  has  operating  budget  objectives  and  annual  targets.  Respondent’s  experience  with 
outsourcing  to  date  has  been  that  vendors  have  enabled  DPSU  to  exceed  its  budget  targets 
even  while  coping  with  an  increasing  workload.  This  was  particularly  impressive  because  the 
original  budget  targets  had  been  built  on  aggressive  estimates  of  cost-savings. 

15.  Do  you  prefer  longer  or  shorter  contract  durations?  (Why?) 


Montefiore 

Medical 

Shorter  contracts.  Cost  and  control  are  the  main  reasons. 

Cyber-graphics 

Shorter  contracts 
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Amphenol 

Short  contracts  of  about  1 2 months 

Rochester 
Democrat  & 
Chronicle 

Shorter  contracts  carry  less  risk  to  us.  Fewer  things  can  go  wrong. 

Omega  Financial 

5-yr  contracts 

American  Crystal 
Sugar  Company 

Through  our  legal  dept. 

Garden  Way,  Inc 

• Shorter  contracts  are  easier  to  control  and  manage. 

• They  also  keep  costs  down  as  more  regular  contract  renewals  maintain  a more 
competitive  environment. 

• In  longer  contracts,  vendors  have  a greater  opportunity  to  “milk  you”  for  higher  prices. 

Hologic,  Inc 

As  long  as  they  are  on  time  and  within  budget. 

Eaton  Corp 

Our  contracts  have  always  tended  to  be  short  and  we  don’t  see  this  changing. 

16.  Have  you  in  mind  a ranking  regarding  which  types  of  outsourcing 
are  the  most  costly?  (Reasons?) 

Cyber-graphics 

• You  have  a feel  through  experience.  Data  center  and  transactions-based  outsourcing  is 
getting  less  expensive. 

• Consultancy,  BPO,  custom  development  is  (or  has  been)  increasing  over  the  last  10 
years. 

• Some  specific  skills  such  as  Oracle,  SAP,  Java,  Active  X are  extortionate. 

Amphenol 

No 

Omega  Financial 

Yes,  only  through  experience. 

American  Crystal 
Sugar  Company 

Performance  improvement  - reducing  costs  and  improving  service. 

Garden  Way,  Inc 

Would  give  a lot  of  thought  to  ERP  contracts  costing  >$2  million 

Hologic,  inc 

• Using  external  resources  doesn’t  necessarily  improve  costings,  it  merely  moves  them 
from  one  business  unit  to  another. 

• Mainstream  support  of  MVS  and  UNIX  systems 

• Technology  integration  with  requirement  for  special  technical  disciplines. 

• Bespoke  [customized]  applications  running  on  AS/400s. 

Eaton  Corp 

No 

Dr  Pepper/ 7 Up 

Types  of  Outsourcing  and  Cost 

When  asked  which  types  of  outsourcing  services  were  most  expensive  to  the  customer  to 
obtain,  respondent  gave  the  following  ranking  from  “most"  to  “least”  expensive. 

1.  Strategic  systems  development,  applications  development  and  maintenance. 

2.  ASP  model,  managed  services 

3.  Help  desk,  call  center,  desktop  services.  These  require  less  skill  AND  supply  exceeds 
demand.  (DPSU  prefers  on-site  provision  of  services  rather  than  remote.) 

17.  In  relation  to  outsourcing,  how  sensitive  are  you  to  the  issue  of  control,  in  general,  and 

control  of  proprietary  data  in  particular? 

Montefiore 

Medical 

None  beyond  what  you  would  have  in  any  other  IT  application  service  contract. 

Cyber-graphics 

Very  sensitive 

Amphenol 

Nothing  sensitive  here 
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Rochester 
Democrat  & 
Chronicle 

• Not  too  big  a problem. 

• Obviously  the  vendor  will  sign  confidentiality  clauses. 

• The  concept  of  partnership  is  very  important  to  us  and  we  would  never  enter  into  a 
relationship  with  a supplier  if  mutual  trust  did  not  exist. 

Omega  Financial 

Not  sensitive.  Have  a 3rd  party  for  control  and  security. 

American  Crystal 
Sugar  Company 

Undergoing  a re-think  about  this. 

We  don’t  want  to  force  through  unpopular  policies,  but  we  need  to  protect  our  intellectual 
interests. 

Garden  Way,  Inc 

Very  sensitive  about  the  manufacturing  process  - would  not  want  this  to  go  externally. 

Hologic,  Inc 

We  introduced  our  own  best  practice. 

Eaton  Corp 

Very  sensitive. 

18.  How  strong  is  your  relationship  with  incumbent  outsourcers?  (Probability  of  sole-sourcing 

new  contracts?) 

Montefiore 

Medical 

Good 

Amphenol 

Current  relationships  are  good. 

Rochester 
Democrat  & 
Chronicle 

Good,  as  per  Q17 

Omega  Financial 

Very  good. 

American  Crystal 
Sugar  Company 

Reasonably  good  teams  who  meet  most  of  our  criteria.  Ambiguity  is  always  the  big  problem. 

Garden  Way,  Inc 

Good 

Hologic,  Inc 

Service  suppliers  lack  the  understanding  of  fostering  relationships;  they  are  driven  by  short- 
term objectives. 

There  is  always  a perceived  conflict,  but  we  have  better  control  of  the  resources  that  support 
our  organization. 

Eaton  Corp 

Relationship  is  good. 

We  always  have  prior  working  knowledge  and  exposure  with  the  vendor,  so  our  risk  is 
minimized. 

19.  To  what  extent,  if  any,  have  union  relations  affected  your  desire  or  ability  to  outsource? 

Montefiore 

Medical 

None 

Cyber-graphics 

None 

Amphenol 

Not  at  all. 

Rochester 
Democrat  & 
Chronicle 

Not  a problem 

Omega  Financial 

No  effect 

American  Crystal 
Sugar  Company 

Not  really  from  unions,  but  existing  staff  want  some  form  of  contractual  obligation  (in  reiation 
to  secure  employment) 

Garden  Way,  Inc 

None,  we  are  a nonunion  shop 

Hologic,  Inc 

Discussions  with  the  unions  to  keep  jobs  in-house.  They  are  selling  the  long-term  benefit  of 
keeping  expertise  internally. 

Eaton  Corp 

Not  an  issue. 
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20.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues) 
influence  a decision  regarding  whether  to  outsource? 

Montefiore 

Medical 

It  would  have  some  bearing  in  that  you  feel  safer  with  the  bigger  companies. 

It  did  influence  us  in  that  we  wanted  to  use  a SAP  Logo  Partner,  which  tend  to  be  the  large  IT 
service  providers  and  consultancies. 

Cyber-graphics 

No  real  influence.  They  must  demonstrate  technical  ability  and  have  track  record. 

Morgan 
Driveway,  Inc 

We  prefer  a recognized  and  credible  company,  but  stay  clear  of  the  major  names  because  of 
cost. 

Amphenol 

Tend  to  use  smaller  local  companies  that  are  cheaper  and  keener. 

Rochester 
Democrat  & 
Chronicle 

In  some  ways  experience  has  shown  us  that  the  bigger  the  company,  the  more  expensive  the 
cost. 

However,  they  would  argue  that  the  bigger  the  supplier,  the  less  the  risk  is  to  the  customer. 

Omega  Financial 

Is  a factor,  but  decisions  are  “horses  for  courses.” 

If  your  volume  of  business  is  such  that  it  represents  a disproportionately  high  % of  the 
vendor’s  revenue,  then  this  could  be  a problem  in  terms  of  risk  and  exposure. 

American  Crystal 
Sugar  Company 

Always  in  the  “hidden”  agenda.  No  customer  is  ever  going  to  say  “we  will  only  award  this 
contract  to  a large  company,”  but-in  reality-this  is  commonplace. 

Garden  Way,  Inc 

Great  influence,  size  and  longevity  are  important. 

Hologic,  Inc 

It  does  influence  you  if  the  contract  has  significant  $ value,  or  it  is  critical  to  the  strategy. 

Eaton  Corp 

Doesn’t  really  bother  us.  We  tend  to  avoid  the  large  players  as  we  get  better  service  from 
smaller  companies. 
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Appendix 


A 

Operational  Services  Market  Forecast  Summary 

Following  is  a summary  of  INPUT’S  operational  services  U.S.  market 
forecast  for  the  period  2000-2005. 

Exhibit  D-1  presents  detailed  outsourcing  market  forecasts.  Annotations 
follow. 


Exhibit  D-1 


U.S.  Operational  Services  Market,  2000-2005 


Market  Forecast  (U.S.  $ Billions) 

1999 

Growth 

1999-2000 

(%) 

2000 

Growth 

2000-2005 

(%) 

2005 

U.S.  Market  for  Operational 
Services 

IT  Outsourcing 

40.0 

19 

47.7 

19 

115.9 

Business  Process  Operations 

9.6 

30 

12.5 

29 

45.0 

Processing  Services 

42.2 

14 

48.1 

15 

98.8 

Total  Operational  Services 

91.8 

18 

108.3 

19 

259.7 

Source:  INPUT 


Annotations: 

. “Infrastructure  Services”  is  being  used  for  the  first  time  in  this 
forecast  report  as  a replacement  for  the  prior  term  “Platform 
Operations,”  which  becomes  one  of  two  components  of  the 
Infrastructure  Services  market.  This  market  has  been  divided  this 
year  into  traditional,  mainframe-oriented  platform  operations  and  the 
faster-growing,  “InternetAVeb  Managed  Services”  sub-segment.  The 
inflection  point  between  these  two  market  segments  wiU  occur  in 
2005,  at  which  time  InternetAVeb  Managed  Services  segment  is 
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expected  to  be  larger  than  the  legacy  IT  Platform  Operations  segment. 
Toward  the  end  of  the  forecast  period,  a price/performance  curve  effect 
will  result  in  lower  levels  of  spending  purchasing  ever  higher  levels  of 
performance. 

• This  segment  includes  Internet  Data  Centers  operating  on  long-term 
contracts. 

• The  high  forecast  rate  of  growth  for  the  Internet  sub-segment  will 
peak  during  the  2000-2005  period.  At  the  end  of  the  period,  the  two 
segments  will  begin  to  merge  again  as  all  IT  infrastructures  become 
totally  integrated  with  the  Internet  and  the  distinction  between  the 
two  segments  loses  importance. 

• “IT  Apphcation  Services”  include  legacy  IT  apphcations  that  may  or 
may  not  include  Internet-enabled  functions.  In  the  future,  virtually  all 
apphcations  wdl  be  Internet-enabled.  As  with  Platform  Operations, 
toward  the  end  of  the  forecast  period  the  distinction  between  “legacy” 
and  “InternetAVeh”  apphcations  will  become  moot;  at  a certain  point, 
the  Internet  will  become  the  legacy. 

• “InternetAVeh  Apphcations  Service  - vendor-owned  software” 
comprises  software  sold  on  either  a hcense  or  pay-as-you-go  rental 
basis  by  software  developers  directly  to  users.  While  INPUT  foresees 
rapid  growth  in  this  sub-segment,  exemplified  by  Oracle,  software 
developers  are  unlikely  to  want  to  depend  entirely  on  direct  sales, 
even  when  dehvered  cost-effectively  over  the  Internet.  Prohferating 
demands  for  ancillary  services  are  likely  to  dissuade  them  from 
foregoing  the  participation  of  channel  partners  and  Value-Added 
Resellers  (VARs).  As  a result,  INPUT  foresees  a moderation  in  the 
rate  of  growth  of  this  market  segment  by  the  end  of  the  forecast  period 
as  many  vendors  return  to  their  core  competencies.  Increasingly,  this 
market  wih  become  dominated  by  the  simple  dehvery  of  package 
products,  such  as  Microsoft’s  proposed  direct  dehvery  of  its  Office 
Suite  of  apphcations  on  a rental  basis  directly  to  consumers. 
Businesses  that  are  unable  or  unwilling  to  use  one-size-fits-ah 
package  software  and  that  require  customization  will  return  to  VARs 
and/or  traditional  systems  integrators. 

• The  “Internet/Web  Apphcations  Services  — Third-party  software 
(ASP)”  sub-segment  wih  continue  to  experience  rapid  growth  over 
coming  years,  but  this  growth  whl  moderate  toward  the  end  of  the 
forecast  period  for  several  reasons:  competitive  pressures  will  force 
many  so-caUed  ASPs  to  speciahze.  As  they  do,  much  of  their  business 
will  be  more  properly  classified  as  Business  Process  Outsourcing  or 
processing  services.  As  price  competition  becomes  intense,  this  market 
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will  divide  clearly  into  low-margin,  high-volume  commodity  software 
distributors  and  higher-margin,  higher  value-added  resellers. 

• INPUT  forecasts  a strong  CAGE  of  19%  in  the  Distributed  Systems 
segment,  which  subsumes  the  prior  category  of  “Desktop  Services.” 
Due  to  rapid  changes  in  technology  underway,  the  “desktop”  is 
becoming  mobile.  As  it  loses  its  fixed  location,  spending  in  this 
segment  will  be  fueled  by  the  urgent  need  for  outsourced  management 
of  a wide  array  of  portable  computing  and  Internet-enabled  hand-held 
devices.  Future  INPUT  forecasts  will  provide  estimates  of  market  size 
for  the  most  important  of  these  types  of  portable  desktops. 

• The  “IT  Network  Management”  of  the  Network  Management  market 
includes  both  legacy  and  Internet-related  components.  This  segment 
will  be  heavily  affected  by  the  transformation  underway  among  large 
telecom  vendors.  Price  points  will  drop,  pricing  will  become  critically 
important;  toward  the  end  of  the  forecast  period,  this  segment  will 
merge  with  the  “Internet  Network  Management”  segment. 

• Processing  services  differ  from  outsourcing  services  primarily  on  the 
basis  of  contract  tenure  (outsourcing  contracts  are  for  one  or  more 
years)  and  by  level  of  responsibility:  processing  vendors  take  no 
responsibfiity  for  the  customer’s  software  apphcation  or  business 
process. 

• E-commerce  and  the  prohferation  of  a wide  variety  of  electronic 
exchanges  will  fuel  growth  of  vendors  of  processing  services  in  the 
Applications  Services  market.  Utfiity  and  other  commodity  processing 
services  wiU  grow  more  slowly,  partly  as  a result  of  unfavorable 
pricing  and  partly  as  a result  of  technological  changes  that  render 
some  of  the  services  that  utility  processors  perform  obsolete. 

• “Input/output  storage  services”  include  print/scan,  CD-ROM  and 
Storage  Area  Network  services.  These  are  forecast  to  grow  somewhat 
more  slowly  than  the  higher  value-added  segments  of  the  market. 

• “Other”  processing  includes  performance  monitoring,  security  services, 
authentication  and  related  services. 

• The  legacy  utfiity  processing  services  market  wfil  shrink  due  to  the 
growing  dominance  of  Internet-enabled  applications. 
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Exhibit  D-2 


U.S.  Outsourcing  Services  Market  (inci  BPO),  2000-2005 


Market  Size  ($Millions) 

CAGR 

00-05 

(%) 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

U.S.  Market  for  Outsourcing  Services 

IT  Technology  Outsourcing 

40,010 

47,700 

58,350 

71,000 

85,400 

100,800 

115,900 

19% 

Infrastructure  Services 

8,700 

9,550 

11,000 

12,750 

14,800 

17,800 

20,650 

17% 

IT  (Platform)  Operations 

8,250 

8,700 

9,100 

9,250 

9,300 

9,300 

9,150 

1% 

InternetA/Veb  Managed  Services 

450 

850 

1,900 

3,500 

5,500 

8,500 

11,500 

68% 

Applications  Services 

16,580 

19,650 

23,750 

28,450 

34,000 

38,800 

42,950 

17% 

IT  Applications  Services 

15,800 

18,200 

20,750 

23,450 

26,700 

29,000 

30,000 

11% 

Intemet/Web  Applications  Services  - vendor  owned 
software 

430 

800 

1,500 

2,500 

3,500 

4,400 

5,550 

47% 

Internet/Web  Applications  Services  - 3rd  Party 
software  (ASP) 

350 

650 

1,500 

2,500 

3,800 

5,400 

7,400 

63% 

Distributed  Systems  (Desktop  Services) 

6,134 

7,550 

9,200 

11,050 

12,700 

15,000 

17,700 

19% 

Network  Management 

6,700 

8,500 

11,200 

14,500 

18,400 

22,400 

26,400 

25% 

IT  Network  Management 

6,150 

7,500 

9,100 

11,000 

13,000 

15,000 

17,000 

18% 

Internet  Network  Management 

550 

1,000 

2,100 

3,500 

5,400 

7,400 

9,400 

57% 

Applications  Software  Management 

1,900 

2,450 

3,200 

4,250 

5,500 

6,800 

8,200 

27% 

IT  Applications 

1,750 

2,150 

2,600 

3,250 

4,000 

4,800 

6,000 

23% 

Intemet/Web  Applications 

150 

300 

600 

1,000 

1,500 

2,000 

2,200 

49% 

Business  Process  Operations 

9,600 

12,500 

16,000 

20,500 

26,500 

35,000 

45,000 

29% 

Business  Process  Operations  - Standard 

8,575 

11,050 

13,850 

17,300 

21,550 

27,150 

32,500 

24% 

Electronic  Business  Process  Operations  (eBPO) 

1,025 

1,450 

2,150 

3,200 

4,950 

7,850 

12,500 

54% 

Total  Outsourcing  Services 

(IT  Technology  Outsourcing  and  Business 
Process  Operations) 

49,610 

60,200 

74,350 

91,500 

111,900 

135,800 

160,900 

22% 

Source:  INPUT 
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Exhibit  D-3 


U.S.  Processing  Services  Market,  2000-2005 


Market  Size  ($  In  Millions) 

CAGR 

1999 

2000 

2001 

2002 

2003 

2004 

2005 

00-05 

(%} 

U.S.  Market  For  Processing 
Services 

Applications  Services 
(Transaction  Processing) 

32,828 

36,862 

40,074 

45,173 

51,532 

58,904 

68,116 

13% 

IT  Applications  Services 

28,100 

31,000 

32,000 

34,000 

36,000 

38000 

40000 

5% 

Intemet/Web  Applications  Services 

1,500 

1,575 

2,363 

3,544 

5,316 

7,300 

10,000 

45% 

Electronic  Business  Applications 
Services 

3,228 

4,287 

5,711 

7,629 

10,216 

13,604 

18,116 

33% 

Internet  Based 

965 

1,523 

2,510 

4,015 

6,440 

10,500 

15,700 

59% 

Non-Internet  Based  (EC  and  EDI) 

2,263 

2,765 

3,201 

3,614 

3,776 

3,104 

2,416 

-3% 

Infrastructure  Services  (Utiiity 
Services) 

IT  Services 

3,190 

4,210 

6,636 

8,698 

11,884 

15,275 

18,875 

35% 

1,030 

1,100 

1,000 

900 

900 

875 

875 

-4% 

Intemet/Web  Processing  Services 
(Internet  Data  Centers,  etc.) 

2,160 

3,110 

5,636 

7,798 

10,984 

14,400 

18,000 

42% 

Other  Processing  Services 

6,200 

7,005 

8,040 

9,155 

10,300 

11,150 

11,800 

11% 

Input/Output/Storage  Services 

5,600 

6,300 

7,000 

7,900 

8,850 

9,500 

10,000 

10% 

Other 

600 

755 

1,040 

1,255 

1,450 

1,650 

1,800 

19% 

Total  Processing  Services 

42,218 

48,127 

54,750 

63,025 

73,716 

85,329 

98,791 

15% 

Source:  INPUT 


Exhibit  D-4 


Vertical  Industry  Market  Breakdown,  U.S.  Outsourcing  Market, 

including  BPO  2000-2005 


■ . ■ 

.US  $m 
1999 

Growth 

- 

Growth 

1999- 

2000 

2001 

2002 

2003 

2004 

2005 

2000- 

2000 

2005 

Total  U.S.  Outsourcing  Market 

21% 

60,200 

74,350 

91,500 

111,900 

135,800 

160,900 

22% 

(incl.  BPO)  49,610 

Banking  & Finance 

10,418 

18% 

12,341 

15,614 

19,215 

22,940 

28,246 

33,789 

22% 

Business  Services 

6,006 

15% 

6,923 

8,625 

10,797 

12,869 

15,210 

17,377 

20% 

Discrete 

Manufacturing 

3,229 

32% 

4,274 

5,428 

6,771 

7,833 

8,827 

10,941 

21% 

Education 

741 

6% 

783 

1,190 

1,739 

2,798 

3,409 

4,666 

43% 

Federal  Government* 

2,481 

21% 

3,010 

3,420 

4,026 

4,700 

5,160 

6,597 

17% 

Health  Services 

4,073 

17% 

4,756 

5,576 

6,588 

7,945 

9,506 

10,780 

18% 

Insurance 

6,945 

21% 

8,428 

10,260 

12,627 

15,442 

18,876 

21,641 

21% 

Miscellaneous 

Industries 

1,642 

17% 

1,926 

2,454 

3,111 

4,252 

5,160 

5,310 

22% 

Process 

Manufacturing 

2,406 

33% 

3,191 

4,015 

5,033 

6,266 

7,876 

9,171 

24% 

24% 

Retail  Distribution 

2,253 

34% 

3,010 

3,792 

4,758 

5,931 

7,333 

8,689 

State  & Local 
Government 

893 

45% 

1,294 

1,710 

2,562 

3,805 

5,160 

6,436 

38% 

Telecommuni-cations 

3,616 

17% 

4,214 

5,279 

6,405 

7,609 

9,234 

11,102 

21% 

Transportation 

2,728 

13% 

3,070 

3,718 

4,575 

5,371 

6,790 

8,045 

21% 

Utilities 

1,355 

29% 

1,746 

1,933 

1,922 

2,630 

3,395 

4,505 

21% 

Wholesale 

Distribution 

893 

35% 

1,204 

1,338 

1,373 

1,511 

1,670 

1,834 

9% 

Source:  INPUT 
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Appendix 


A 

IBM  CEO  Lou  Gerstner's  keynote  address:  “Next  Generation  E-business, 
“ at  the  eBusiness  Conference  and  Expo  in  New  York  City  on  December 
12,  2000. 


The  focus  of  Lou's  address  was  the  major  business  and  technical  trends 
emerging  in  the  next  generation  of  e-husiness. 

Transcript  of  Lou  Gerstner's  remarks  follows: 

The  last  time  that  I was  on  this  stage  was  exactly  four  years  ago  today 
dehvering  the  keynote  at  Internet  World  in  December  of  1996.  And  I'm 
tempted  to  say  it's  been  an  interesting  four  years,  but  why  skip  back  to 
the  primordial  days  of  the  Internet?  The  events  of  this  year  alone  have 
been  plenty  interesting  all  by  themselves. 

Of  course,  2000  will  be  remembered  for  the  dot-com  shakeout  and  with  it, 
the  overturning  of  the  belief  in  the  media  and  in  the  boardrooms  that  if 
you  weren't  "dot-com"  you  were  "dot-toast." 

We  also  saw  the  brief  fascination  with  B2B  marketplaces  - e- 
marketplaces  - many  of  them  still  ahve  only  in  press  releases.  And  just 
the  other  week,  The  New  York  Times  was  wondering  if  there  really  was 
something  called  the  "New  Economy." 

So,  lots  of  twists  and  turns,  fortunes  made  and  lost  - the  kind  of  high 
business  drama  that  used  to  play  out  over  years  and  decades  has  been 
compressed  into  months  and  quarters.  How  exhilarating!  What  sport! 

But  I suspect  that  many  of  you  who  don't  work  inside  the  information 
technology  industry  - and  even  some  of  you  who  do  - are  asking:  "Excuse 
me?  Was  this  all  just  fools  gold?"  Is  e-business  and  the  Internet  just  a 
digitally  remastered  version  of  chent/server?  Another  paperless  office? 
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The  checkless  society  revisited?  A collusion  between  the  I/T  industry, 
which  wants  to  sell  boxes,  and  the  media,  which  wants  to  sell  papers? 

All  of  this  was  running  through  my  mind  as  I prepared  for  this  talk.  And  I 
feel  I owe  you,  if  not  an  explanation,  at  least  a perspective.  After  all,  I was 
one  of  the  first  to  say  the  Net  was  going  to  take  its  place  alongside  all  the 
other  great,  world-altering  technologies  hke  electricity  and  manned  flight. 

I think  what's  happened  with  e-business  parallels  what's  happened  with 
those  other  transformational  technologies.  First,  there's  a period  of  wild 
enthusiasm  - intoxicating  optimism  that  the  new  technology  is  going  to 
rewrite  the  laws  of  competition  and  economics,  going  to  create  whole  new 
wealth,  wipe  out  old  industries,  create  new  ones.  Predictably  that  fever 
passes  - only  to  be  replaced  by  significant  disillusionment.  People  open 
their  eyes.  They  don't  see  new  industries.  They  don't  see  radically  new 
business  fife  forms.  And  they  say:  "Bah,  forget  it." 

That  passes  too,  and  the  world  finally  gets  down  to  the  important  work  of 
taking  the  technology  and  integrating  it  into  the  structure  and  fabric  of 
society  and  business.  And  that's  where  we  are  today  with  e-business.  In 
its  first  phase  --  you  all  remember  well  --  a lot  of  confusion  about  what  the 
Net  would  be. 

Remember  all  the  commotion  about  "content"?  "Content  is  king.  I've  got  to 
own  content.  I've  got  to  partner  to  get  content."  Why?  Because  people 
thought  the  Net  was  aU  about  onhne  magazines,  online  sports  scores, 
digital  artwork.  Then  the  first  real  kfller  app  arrived:  consumer  e- 
commerce.  The  race  to  seU  books,  groceries,  airhne  tickets,  toys,  videos, 
pet  food  - you  name  it  - over  the  Net. 

And  then,  after  we  all  got  tipsy  on  Internet  retailing,  we  lurched  over  to 
the  next  drunken  binge  - B2B  e-commerce. 

And  once  again,  something  important,  something  real,  got  obscured  by 
simplistic  schemes:  competitors  commingling  their  supply  chains  or  even 
taking  the  supply  chains  pubhc,divorced  from  their  basic  company. 

And  what  was  the  driving  force  behind  much  of  this  frenzy?  It  was  the 
desperate,  aching  desire  to  be  seen  as  leaders  in  building  "The  New 
Economy."  The  New  Economy.  That's  a very  interesting  concept.  What 
would  constitute  a New  Economy?  It  might  have  new  currencies.  We  could 
call  them  e-bills  or  e-bucks.  Instead  of  musty  old  metrics  hke  revenue  and 
profit,  we'd  measure  things  on  the  basis  of  "eyeballs"  and  "stickiness." 
Instead  of  bona  fide  customers  and  genuine  loyalty,  we'd  have  hits,  chcks, 
page  views  and  downloads. 
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What  a wonderful  world!  And  some  people  really  beheved  in  it.  But  I 
think  most  people  now  reahze  that  the  business  world  doesn't  work  that 
way.  Too  many  people  failed  to  remember  that  the  Internet  is  a 
technology.  It  is  a tool.  Yes,  a very  powerful  one,  but  it  didn't  change  the 
fundamental  behavior  of  consumers:  such  as  their  desire  for  choice;  hke 
wanting  to  inspect  the  product  and  possibly  return  the  product. 

Despite  the  fact  that  a lot  of  Internet  retailers  burst  upon  the  scene 
proclaiming  whole  new  business  models,  in  reality,  their  business  was 
built  on  a centuries-old  value  proposition  — lower  price.  The  trouble  was 
they  didn't  have  a business  and  economic  model  that  could  sustain  these 
lower  prices  while  generating  returns.  And  when  they  couldn't  subsidize 
those  models  with  easy  access  to  capital  - welcome  back  to  earth.  So 
where  are  we?  Today,  e-business  is  just  business  - real  business.  And  real 
business  is  serious  work.  After  the  hype,  after  the  IPO  alchemists  have 
had  their  15  minutes,  it's  time  to  understand  that  we've  come  to  the  hard 
part.  And  the  winners  - the  people  who  stick  with  it  and  do  the  work  - 
understand  that  this  next  phase  of  e-business  is  going  to  be  all  about  two 
things:  Integration  and  Infrastructure.  And  that's  what  I want  to  talk 
about  this  morning. 

First,  integration.  IBM  has  beheved  from  the  very  beginning  that  the  Net 
was  going  to  be  about  the  transformation  of  every  important  transaction 
and  relationship.  Not  just  one  - not  just  e-commerce  - otherwise,  we 
wouldn't  have  invested  $1  billion  building  this  category  we  call  e- 
business. 

Now,  what  transactions  and  what  relationships  are  important  to 
businesses  and  institutions?  There  are  many. 

Interactions  on  the  front  end,  yes,  with  customers,  but  also  with  people 
who  want  to  invest  with  you  and  people  who  want  to  work  for  you. 

Interactions  at  the  back  end:  across  the  supply  chain,  transactions  that 
connect  an  enterprise  to  markets  and  to  industries. 

There  are  vital  internal  transactions:  order  processing,  fulfillment, 
logistics,  manufacturing  and  employee  processes. 

And  finally,  all  those  relationships  companies  want  to  have  with  their 
products:  apphances,  industrial  machinery,  consumer  electronics  - so  the 
company  can  provide  after-sale  service  and  also  understand  how  these 
products  are  performing  in  the  marketplace  and  then  make  them  better. 

Now,  five  years  ago  we  asserted  that  every  one  of  these  processes  and 
relationships  would  be  transformed  by  the  Net.  But  if  you  think  about  it, 
we've  actually  only  seen  transformation  of  one  business  process  so  far: 
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business-to-consumer  commerce.  That's  okay,  because  if  nothing  else,  it 
ignited  everyone's  interest. 

But  now  a lot  of  companies  have  discovered  that  taking  orders  over  a Web 
site  is  only  a very  tiny  piece  of  what's  needed  to  complete  a successful 
sale,  e-commerce  triggers  a chain  reaction  throughout  the  rest  of  the 
enterprise:  across  pricing  systems,  inventory,  logistics,  credit,  and 
distribution  and  on  out  to  the  supply  chain. 

So  now,  the  e-business  leaders  understand  that  the  e-business 
transformation  must  sweep  across  all  of  these  core  business  processes. 
This  is  driving  huge  investments  today  in  applications  for  supply  chain 
management,  e-procurement,  customer  relationship  management, 
knowledge  management. 

And  while  all  of  these  processes  are  being  transformed,  something  else  is 
going  on.  They're  being  connected.  They're  being  fused  together.  They're 
being  integrated  within  the  enterprise.  This  is  a very  important,  difficult 
and  significant  issue  for  CEOs.  The  fundamental  organization  and 
governance  models  of  corporations  is  being  challenged.  Historically,  in 
many  institutions,  every  one  of  these  business  processes  was  a standalone 
operation.  But  to  get  the  real  benefits  of  e-business  - the  speed,  the  cycle 
time,  the  customer  responsiveness  - these  internal  processes  and 
apphcations  must  be  integrated.  Without  that  integration,  the  lifeblood  of 
e-business  - customer  data,  pricing  information,  inventory  levels,  supply 
management  - cannot  flow  throughout  the  business.  The  integrating 
technology,  by  the  way,  is  the  easy  part.  The  middleware  software  to  do 
that  is  available  today.  The  hard  part  is  for  the  business  leaders  to  make 
the  commitment  to  reconceptualize  their  management  systems  and 
organization  models.  And  1 can  assure  you  that  is  hard,  hard  work. 

So,  in  this  next  phase  of  e-business,  the  goal  now  for  CEOs  and  other 
business  leaders  is  to  go  beyond  e-commerce.  The  goal  is  to  build  a fully 
integrated  enterprise  - a fully  realized  e-business,  the  integrated  e- 
business.  Let  me  give  you  an  example:  Whirlpool.  The  core  processes: 
They  have  consohdated  45  different  fulfillment  and  financial  systems  and 
then  e-enabled  their  workforce. 

On  the  back  end,  a supply  chain  portal  to  connect  trading  partners, 
sellers,  distributors  and  back  office  operations.  On  the  front  end,  the  same 
portal  is  available  to  individual  consumers  that  use  it  to  order  small 
appliances  and  accessories. 

And  finally,  transforming  their  relationships  with  their  products: 
refrigerators,  washers  and  dryers  all  being  outfitted  with  a little 
intelligence  and  a Web  connection.  The  first  of  these  products  comes  to 
the  market  next  year. 
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That’s  what  I mean  by  an  integrated  e-business:  end  to  end,  every 
relationship  and  interaction.  And  as  I said,  this  model  represents  a full 
frontal  assault  on  the  prevailing  mantra  of  organizational  theory: 
decentrahzation  is  good;  centrahzation  is  evil.  Now,  I happen  to  beheve  in 
decision  making  being  pushed  to  the  lowest  possible  level.  But  I will  say 
this  categorically:  In  a networked  world  you  cannot  operate  in  a fully 
decentralized  mode.  The  Net  is  an  integrating  medium.  It  makes  it 
possible  - it  makes  it  imperative  - to  unify  processes  and  information 
that  in  most  institutions  were  sphntered  in  the  rush  to  decentralization 
over  the  last  few  decades. 

That  leads  to  the  second  important  development  in  this  next  generation  of 
e-business:  infrastructure.  This  is  about  where  and  how  the  work  of 
computing  gets  done.  Today,  we  aU  know  that  in  a networked  world  the 
heavy  hfting  of  computing  isn't  going  to  be  done  by  PCs  or  game  consoles 
or,  for  that  matter,  your  washing  machine,  e-business  workloads  are 
going  to  be  managed  and  processed  on  transaction  and  Web  servers,  on 
middleware,  on  storage  devices.  And  interestingly,  workloads  will  be 
managed  in  the  network  itself  - somewhere  between  the  end  user  that 
initiates  a transaction  and  all  the  gear  in  the  traditional  data  center. 

That's  why,  somewhat  amazingly,  "infrastructure,"  - a term  that's  been 
associated  for  50  years  with  roadway  and  pipes  and  concrete  - has 
suddenly  become  trendy.  Look  how  many  technology  companies  claim  to 
be  an  "Internet  infrastructure"  company  these  days.  But  I'm  not  sure 
everyone  agrees  on  what  an  e-business  infrastructure  should  look  like, 
how  it  should  be  built  and  what  the  requirements  are. 

So,  let  me  share  with  you  three  aspects  of  e-business  infrastructure  that 
we  think  are  going  to  be  very  important. 

First,  e-business  infrastructure  is  "end-to-end"  infrastructure.  Until  now, 
"end-to-end  computing"  meant  the  desktops  at  one  end  and  the  servers  at 
the  other  - all  within  the  same  enterprise.  But  think  about  what  "end  to 
end"  means  in  the  e-business  world  that's  coming  toward  us. 

At  one  end,  you've  got  every  suppher,  every  distributor,  regulatory 
agencies;  hcensing  boards,  tax  authorities,  all  outside  your  firewalls. 

At  the  other  end,  the  explosion  of  devices.  Yes,  700  milhon  personal 
computers  by  the  year  2003.  But  they  wiU  be  dwarfed  by  other  kinds  of 
networked  access  devices:  personal  digital  assistants,  Net-enabled  cell 
phones,  game  consoles.  We've  all  seen  the  forecasts.  Within  the  next  few 
years  there's  going  to  be  a billion  wireless  apphances  connected  to  the 
Net.  Mobile  e-commerce  is  going  to  be  a $100  bfilion  marketplace  by  the 
year  2003.  But  what  we  call  "pervasive  e-business"  won't  stop  at  the 
integration  of  new  kinds  of  end  user  access  devices.  Coming  up  right 
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behind  all  these  new  end  user  devices  will  be  a trilhon  or  more  connected 
"things"  - things  we'd  never  think  of  as  "computers"  but  which  will  be 
doing  a little  computing  and  maybe  a little  storage. 

This  pervasive  world  is  with  us  already:  Whirlpool's  smart  appliances; 
Medtronics  is  working  on  pacemakers  that  will  have  Internet  addresses; 
very  soon  your  car  will  be  a chent  device  on  wheels.  So,  that's  what  we 
mean  by  "end-to-end  business  infrastructure." 

The  second  aspect  of  infrastructure  that's  reaUy  important  is  standards. 
I'm  not  going  to  say  very  much  about  standards  because  if  you  understand 
"end  to  end"  and  what  it  really  means,  the  need  for  standards-based 
computing  is  very  easy  to  understand.  The  infrastructure  must  be  open, 
and  it  must  be  based  on  cross-industry  standards  so  you  can  connect  to 
those  millions  of  people  and  businesses  wherever  they  are  and  connect  to 
those  bilhons  of  devices  whatever  they  are. 

That's  why  the  fight  for  open  standards  is  worth  fighting.  That's  why 
XML  has  got  to  remain  open.  That's  why  we're  betting  a big  piece  of  IBM's 
future  on  Linux.  We're  going  to  invest  nearly  $1  billion  in  Linux  next 
year.  Fifteen  hundred  IBM  developers  are  dedicated  to  Linux-enabhng 
our  products  and  services  - and  not  just  for  applications  that  run  on  a 
wristwatch,  which  we've  built  by  the  way. 

We're  moving  Linux  into  commercial  production  environments.  Today  we 
announced  that  we  will  install  a supercomputer-scale  Linux  cluster  - the 
largest  Linux  installation  in  the  world  - at  Shell  International 
Exploration  and  Production.  Keio  University  in  Japan  is  integrating  two 
campus  networks  supporting  15,000  users  with  Linux.  Last  week  Teha, 
the  largest  telecommunications  company  in  Scandinavia,  announced  it's 
going  to  run  its  core  business  applications  and  consumer  Internet  services 
on  a mainframe  running  Linux.  And  along  with  Intel,  NEC  and  HP,  we've 
already  announced  a huge  Open  Source  Development  Lab  in  Portland, 
Oregon  - an  independent,  non-profit  resource  to  give  the  open  source 
community  a place  to  test  enterprise-class  Linux  software.  Why?  Because 
we're  convinced  that  Linux  can  do  for  business  applications  what  the 
Internet  did  for  networking  and  communications:  Deliver  on  the  promise 
of  truly  open,  interoperable,  any-to-any  computing. 

Linux  shipment  growth  is  expected  to  increase  more  than  any  other 
server  operating  environment  over  the  next  few  years.  It's  growing  at 
twice  the  rate  of  NT,  and  there  are  some  estimates  that  say  Linux  will 
cross  over  and  become  more  prevalent  than  NT  by  2004. 

This  is  a big  issue  for  every  server  company.  It's  going  to  be  interesting  to 
see  if  three  or  four  years  from  now,  anybody  with  a proprietary  UNIX 
system  will  still  have  a meaningful  position  in  the  industry.  In  fact,  the 
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movement  to  standards-based  computing  is  so  inexorable,  that  I believe 
Sun  --  and  for  that  matter,  EMC  and  Microsoft  --  are  running  the  last  big 
proprietary  plays  we'U  see  in  this  industry  for  a long  time  to  come. 

A final  point  on  infrastructure,  which  some  of  you  are  well  aware  of.  The 
infrastructure  technology  that  exists  today  isn't  ready.  Now,  I know  it's 
not  fashionable  in  the  computer  industry  to  point  out  hmitations  of 
technology,  but  the  fact  is,  the  infrastructure  today  cannot  handle  what's 
coming.  I've  seen  projections  of  1,000-fold  increases  in  Internet  traffic  in 
the  next  few  years,  and  that's  probably  reasonable.  Inside  IBM,  we  talk 
about  10  times  more  connected  people,  100  times  more  network  speed, 
1,000  times  more  devices  and  a miUion  times  more  data.  Whatever  it  is, 
very  soon  this  networked  world  is  going  to  be  several  of  orders  of 
magnitude  bigger  and  more  comphcated  than  anything  we  know  today. 

So  we're  headed  for  a wall.  Customers  can't  just  roll  in  processors  and 
storage  fast  enough  to  avoid  meltdowns  when  usage  spikes,  or  to  deal 
with  this  cacophony  of  devices,  or  fend  off  viruses  or  hacker  attacks,  or 
handle  translations  on  the  fly.  People  are  good,  but  they're  not  that  good. 

All  of  this  - the  load  balancing,  the  traffic  management,  the  security,  the 
transcoding  - all  of  it  has  to  happen  in  real  time  --  naturally, 
spontaneously  - based  on  far  greater  levels  of  intelhgence  that  are  built 
right  into  the  network. 

And  by  "inteUigent"  I'm  not  talking  about  computers  that  can  write  the 
next  Ninth  Symphony.  I'm  talking  about  intelhgence  that,  for  example, 
we  take  for  granted  in  our  own  bodies.  We  walk  up  three  flights  of  stairs 
and  our  heart  rate  increases.  So  does  our  oxygen  intake.  When  we  plop 
down  into  a chair,  our  bodies  adjust.  It's  hot,  we  perspire.  It's  cold,  we 
shiver.  We  don't  teU  ourselves  to  do  these  things.  They  just  happen.  We 
need  something  similar  for  e-business.  It's  a much  more  natural, 
spontaneous,  almost  autonomic  kind  of  computing. 

Let  me  give  you  an  example  from  the  ultimate  extreme  of  high-end 
computing.  Last  year  IBM  launched  a $100  million  project  to  build  a new 
class  of  computer:  a system  100  times  more  powerful  than  today's  biggest 
supercomputer.  We  call  it  Blue  Gene  — G-E-N-E  --  because  the  first 
application  is  going  to  be  to  attack  the  mystery  of  protein  folding  in 
biology.  Now,  computing  on  this  scale  involves  miUions  of  finked 
processors  working  together,  so  that  at  any  point  in  time  we  know  that 
some  of  them  will  be  failing.  They'll  "die"  just  like  at  any  given  moment  of 
any  day  cells  in  our  bodies  are  dying,  replaced  and  flushed  from  the 
system.  The  system  works  around  it  and  doesn't  skip  a beat.  That  kind  of 
autonomic,  self-healing  system  is  exotic,  but  within  a few  years  it  wfil  be 
commonplace  in  aU  kinds  of  mainstream  commercial  applications. 
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Let  me  mention  one  more  aspect  of  infrastructure.  We  hear  a lot  about  it: 
scalability.  We're  building  for  a day  when  our  e-Servers  are  virtually 
impossible  to  outgrow.  We're  almost  there  now.  Not  just  "always  on"  or 
available  or  rebable  --  you  can  get  that  with  today's  technology,  for 
example  when  usage  spikes  in  response  to  a retailer's  hohday  promotion, 
the  server  automatically  shifts  resources  to  handle  it.  That's  important, 
but  it's  not  enough. 

So  our  e-Servers  extend  that  kind  of  capabihty  to  cooperate  with  Cisco 
networks.  When  the  loads  increase,  the  network  gear  doesn't  just 
indiscriminately  spray  transactions  at  the  server;  it  picks  the  ones  the 
customer  wants  handled  first  with  the  best  response  and  the  highest 
quahty.  Buyers  go  first  --  browsers  wait. 

By  the  way,  this  illustrates  the  importance  of  the  network  equipment 
company  and  the  1/T  companies  coming  together  more  closely  than  we 
have  to  date  to  build  an  open  standards-based  view  of  this  e-business 
infrastructure. 

There's  a final  aspect  of  e-business's  future  I'd  like  to  mention  because  it's 
going  to  be  big.  I think  that  five  or  10  years  from  now  we're  going  to  look 
back  on  this  as  one  of  the  really  game-changing  developments. 

It's  the  trend  we  call  e-sourcing.  Now,  you  know  what  outsourcing  is.  It 
helps  customers  convert  fixed  cost  into  variable  cost.  It  lets  them  focus  on 
their  business  and  lets  somebody  else  focus  on  the  complexities  of  I/T.  e- 
sourcing  is  the  logical  extension  of  outsourcing.  It  capitahzes  on  the 
intersection  of  several  historical  developments:  the  massive  build-out  of 
broadband;  the  rise  of  standards-based  computing;  and  the  escalating 
requirements  of  e-business  infrastructure  that  we've  just  talked  about. 
Now,  don't  get  me  wrong,  there  are  going  to  be  lots  of  customers  that  are 
going  to  continue  to  run  their  own  information  technology  operations  for  a 
long  time  to  come:  own  the  servers,  own  the  middleware,  own  the 
applications,  own  the  storage  devices  and  manage  all  the  staffs. 

But  we  know  today  that  an  increasing  numbers  of  customers  are  going  to 
buy  I/T  as  a utihty-like  service  over  the  Net.  They  will  e-source 
information  technology  from  a variety  of  third-party  players:  today's 
telcos,  traditional  I/T  providers  like  IBM  Global  Services,  as  well  as  from 
some  new  entrants.  These  e-sourcing  providers  are  already  building  the 
data  centers  of  the  future:  massive  "server  farms"  - mega-plexes  with 
acres  of  servers  and  storage  with  the  kind  of  advanced  infrastructure 
attributes  I described  a moment  ago.  We've  seen  this  kind  of  shift  to 
service  providers  before  - for  example,  in  the  build-out  of  the  power  grid. 
When  electric  turbines  first  came  about  decades  ago,  if  your  business 
needed  electricity  you  built  your  own  generating  plant.  There  weren't 
many  options.  By  the  same  token,  for  the  past  40  years  if  a business 
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wanted  information  technology,  they  bought  it,  owned  it  and  managed  it. 
Now  there  will  be  an  alternative. 

We're  already  seeing  the  early  stages  of  the  e-sourcing  trend  in  Web 
hosting,  in  storage  hosting,  in  apphcation  service  provision,  in  computing- 
on-demand  schemes.  That  may  be  where  it  starts,  with  companies 
offering  these  co-location  services  - a kind  of  kennel  for  computers.  But 
customers  want  more  than  that.  They  want  service  providers  who  can 
provide  sophisticated  load  balancing,  security,  storage,  network 
management  and  application  management. 

Today,  e-sourcing  is  about  a $6  biUion  business,  most  of  it  in  simple  Web 
hosting.  But  by  2003,  it's  projected  it's  going  to  be  a $55  billion  market. 
And  as  it  takes  off  almost  all  of  the  growth  is  going  to  be  in  the  higher 
value-added  segments. 

So  e-sourcing  is  not  a simple  business.  It's  more  than  a fancy  control  room 
and  raised  floors  that  stretch  to  the  horizon.  It  wiU  require  experience  in 
managing  highly  complex  systems,  and  it  will  have  high  technology 
content.  It  is  as  much  the  domain  of  the  computing  service  providers  as 
the  network  providers. 

At  IBM,  we're  building  on  a traditional  outsourcing  business  that  wdl 
generate  about  $14  bdlion  in  revenue  this  year.  We  already  manage  175 
data  centers  worldwide,  25  of  them  dedicated  e-business  centers.  On  top 
of  that,  we're  going  to  invest  $4  billion  over  the  next  three  years  and  open 
50  more  e-business  hosting  centers. 

But  nobody  will  go  it  alone  - not  in  a business  this  complex.  So  we're 
working  with  network  and  facilities  partners  like  AT&T,  Qwest  and  NTT. 
We're  working  with  software  and  services  providers  like  Akamai,  Siebel, 
i2  and  Ariba.  And  we're  working  with  the  wireless  providers  like  Nokia 
and  Motorola. 

I beheve  that  the  shift  to  e-sourcing  will  fundamentally  alter  the  go-to- 
market  models  of  the  computer  industry.  Over  time,  we  wiU  sell  more  and 
more  products  to  a smaller  and  smaller  number  of  mega-customers,  who 
will  "resell"  computing  services.  By  the  end  of  this  decade,  20  or  30  of 
these  mega-customers  - including  our  own  Global  Services  business- 
could  consume  25  percent  of  our  output.  It  could  happen.  If  this  is  the  way 
the  industry  is  moving  - and  we  think  it  is  - we  really  are  on  the  verge  of 
a fundamental  restructuring  of  both  the  industry's  economics  and  its 
competitive  dynamics. 

So  far  we've  been  talking  about  all  the  business  and  the  technical 
possibihties  in  this  next  generation  of  e-business.  But  I hope  as  we  think 
about  what  can  be,  we  understand  that  what's  possible  is  not  predestined. 
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As  with  the  advent  of  every  world- altering  technology  from  the  printing 
press,  to  nuclear  energy,  to  television,  the  arrival  of  the  networked  world 
is  raising  serious  pubhc  pohcy  issues. 

Societies  are  going  to  have  to  estabhsh  predictable,  trusted  approaches  to 
issues  like  Internet  taxation,  trade  rules  and  protection  of  intellectual 
property.  But  I will  tell  you  that  paramount  among  all  these  pohcy  issues 
is  privacy.  This  one  is  not  going  away.  And  if  we  do  not  act  responsibly, 
we  run  the  risk  of  choking  off  this  amazing  but  very  young  and  very 
fragile  economic  engine. 

I go  back  to  the  outset  of  my  remarks.  One  of  the  hard  lessons  we've 
learned  over  the  past  year  is  that  the  Internet  has  not  rewritten  the  laws 
of  economics  and  competition.  WeU,  it  also  hasn't  rewritten  the 
fundamental  laws  of  consumer  behavior  either.  We  know  that  trust  is  a 
fundamental  element  of  every  positive  brand  experience.  It's  fundamental 
to  aU  consumer  behavior,  to  the  wilhngness  to  buy  and  to  brand  loyalty. 
All  of  it  is  based  on  trust. 

Now,  we  also  know  what  a lot  of  consumers  do  when  they  go  to  a Web  site 
and  are  asked  to  fill  in  their  name,  address,  age,  income  levels  and  all 
that.  They  say  they're  Albert  Einstein  with  an  income  of  $5  and  an  e-mail 
address  of  E=MC  squared.  Worthless  data.  What  are  customers  really 
saying  when  they  do  that?  They're  saying  they  don't  trust  the  security  of 
the  site,  and  they  don't  trust  that  the  owner  of  the  site  is  going  to  respect 
their  privacy  and  not  abuse  or  sell  their  personal  data.  So  this  is  a 
"confidence"  issue.  It's  not  a technical  issue. 

And  while  serious  - very  serious  - the  privacy  issues  we're  deahng  with 
today  are  trivial  compared  to  what's  ahead.  What  are  the  impHcations  for 
individual  privacy  in  a world  where  milhons  of  people  are  driving 
Internet-enabled  cars  that  have  their  movements  monitored  at  all  times? 
What  happens  to  privacy  for  milhons  of  people  with  Internet-enabled 
pacemakers?  And  forget  about  the  debate  over  who  has  access  to  medical 
records.  Who  has  access  to  real-time  data  on  your  heartbeat,  blood 
pressure  and  cholesterol  levels?  Your  doctor?  Your  insurance  company? 

The  answer  here  must  begin  with  a responsible  marketplace.  Through  our 
policies  and  our  practices,  industry  has  to  send  an  unambiguous  message 
that  tells  people:  "You  can  trust  us.  You  have  choices.  They  wiU  be 
respected.  And  you'll  know  in  advance  how  any  information  that  you  give 
us  will  be  used." 

Getting  a workable  privacy  framework  in  place  is  going  to  require 
leadership  at  all  levels,  including  government.  It  wfil  require  thoughtful 
examination  of  what  kind  of  pubhc  pohcies  - including  legislation  - 
should  be  implemented. 
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Let  me  ask  you  to  do  just  one  thing  when  you  leave  here.  Go  back  to  your 
organization  and  find  out  if  you've  designated  a privacy  czar  --  a senior 
executive  with  the  clout  to  drive  a real  privacy  policy  through  your 
organization.  At  IBM,  we  named  ours  a few  weeks  ago.  We  weren't  the 
first,  but  we  won't  be  the  last.  And  1 think  that  in  itself  is  important.  We  - 
- all  of  us  --  we've  all  come  a long  way  in  the  last  four  or  five  years.  We've 
hved  through  a wild  ride  of  experimentation;  meteoric  ascents  and 
spontaneous  combustion;  new  models  tried,  some  validated,  some  tossed 
onto  the  slag  heap  of  Internet  Chapter  1.  It's  my  hope  that  even  in  those 
things  that  didn't  work  we  learned  - so  that  we  proceed  to  the  next  phase 
of  e-business  with  a level  of  maturity,  reason  and  stability  that  was 
absent  for  much  of  the  period  we  just  passed  through.  And  I hope  one  of 
the  lessons  that  we  take  with  us  is  that  the  world  that  we  are  building  is 
far  more  important  than  one  of  the  computer  industry's  long-standing 
obsessions. 

Simply  put,  what  we're  doing  here  is  not  about  building  some  utopian 
world  of  personal  convenience,  of  perpetual  relaxation  and  leisure.  That's 
not  what's  important.  Carmakers  aren't  investing  billions  in  telematics 
just  so  that  you  can  talk  to  your  steering  wheel  and  ask  your  intelhgent 
house  to  fill  your  intelhgent  bath  - aU  so  you  can  have  a hot  soak  four 
minutes  earlier.  Apphcations  like  that  are  fun,  and  I guess  they'U  improve 
modern  life  a httle  bit.  But  that's  not  the  economic  imperative  for  making 
this  historic  investment,  this  historical  transition. 

There  are  far,  far  more  meaningful,  more  profitable  and  more  important 
aspects  of  e-business  before  us.  In  the  commercial  world  for  sure,  and 
we've  talked  about  those,  but  also  to  dehver  better  education  to  more  of 
the  world's  people;  to  create  opportunities  to  close  the  divide  between  rich 
and  poor  - the  information  haves  and  have-nots;  to  decode  the  molecular 
mysteries  of  our  bodies  to  develop  better  fife-saving  drugs;  and,  yes,  very 
definitely  yes,  improve  democratic  institutions  and  processes  for  all 
people,  in  aU  states,  for  aU  nations.  All  of  that  is  within  our  reach. 

When  I look  back  on  the  past  five  years  I think  that,  for  a lot  of  people, 
the  omnipresent  "e"  in  e-business  came  to  stand  for  "easy"  more  than 
anything  else:  easy  fife,  easy  money,  easy  business.  But  I think  we  aU 
know  better  today.  I,  for  one,  have  never  been  more  excited,  and  more 
optimistic  about  e-business  - and  that  has  everything  to  do  with  the 
wacky  period  we've  just  come  through,  a necessary  learning  experience  in 
hindsight.  And  looking  forward,  the  opportunity  is  stiU  there  to  improve 
business,  to  improve  the  fives  of  people,  to  make  the  world  a more 
tolerant,  prosperous  and  secure  place  and  address  the  most  intractable 
challenges  we  all  care  about  as  businesspeople,  as  parents  and  as  citizens. 
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These  are  the  challenges  worthy  of  our  time,  our  investments  and  our 
best  thinking. 
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About  INPUT 


• Founded  in 1974-a 
Web-based  IT  market 
research  and  marketing 
services  firm 

• Offers  IT  buyers  and 
vendor  support 
through  subscriptions 
and  custom  projects. 


• PUBLIC-SECTOR 
MARKET  services 

□IMPACT  IT  oppor- 
tunity database 

□Electronic 

Government 

□Agency  Profiles 

□MyINPUT 

• CUSTOM  RESEARCH-- 
global  commercial  and 
U.S.  public-sector 
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• Project  Overview 

• Principal  Findings 

• Key  ^estions 

• Breaking  Down  Barriers 

• Conclusion  and  Recommendations 
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Project  Overview 


• Phase  1 - Should  DynCorp  enter  the  U.S. 
commercial  IT  outsourcing  market? 


• Phase  2 - If  yes,  what  needs  to  be  done? 


• Phase  3 - How  should  the  plan  be 
implemented? 
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Phase  1 included— 

• In-depth  User  (6)  and  Vendor  (22)  survey 
interviews  undertaken  for  DynCorp  only 

• Other  proprietary  INPUT  survey  data 

• INPUT’S  proprietary  iT  outsourcing  market 
forecast,  2000-2005 

• Secondary  research 
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Principal  Findings 


Good  planning  + Great  Potential  = Excellent 
Profitability  from  Commercial  IT 

Outsourcing 
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Principal  Findings 


• The  IT  outsourcing  market  is  growing 
faster  than  other  market  segments 

• The  commercial  market  is  growing  much 
faster  than  the  federal  market  (and  is  more 
profitable) 

• Diversification  is  a win-win  proposition: 
experience  gained  in  the  commercial 
market  appeals  to  federal  buyers 
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Principal  Findings  (cont) 


• Commercial  customer  bias  against  federal 
outsourcers  is  surprisingly  light 

• Vertical  industry  expertise  is  critically 
important 

• Truly  “horizontal”  applications  may  not 
exist 
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Principal  Findings  (cont.) 


• Top-tier  outsourcing  vendors  are  highly 
vulnerable  to  price  competition 

• IT  outsourcing  can  be  a “foot  in  the  door” 
to  additional,  even  more  profitable  long- 
term business 

• DynCorp  can  leapfrog  over  barriers  by 
partnering  with  larger  vendors  and 
outsourcing  consultants 
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Key  Questions 


Knowing  the  right  questions  to  ask  takes 
experience  and  courage 
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Key  Questions: 
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• Why  move  into  the  U.S.  commercial  IT 
outsourcing  market? 

• How  does  the  commercial  market  compare 
to  the  federal  market? 

• Where  is  the  commercial  market  going? 

• What  do  commercial  customers  want? 

• How  can  DynCorp  overcome  barriers  to 
entry? 
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■nW  Why  move  into  the  U.S.  commercial 

IT  outsourcing  market? 


Comparative  U.S.  Markets 
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How  does  the  commercial  market 
compare  to  the  federal  market? 


Market  Shares,  2001-2005 


HFederal  market  BState  & local  DTotal  market 
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■MW  Where  is  the  commercial  market 

going? 

• Operational  services  market  is  splitting  up 
into  traditional  and  Internet-centric 
segments 

• “We  don’t  want  to  deal  with  technology. 
You  handle  it.  Make  this  stuff  work.’’ 

• Demand  for  Web-based  application 
services  to  show  robust  growth 

• Demand  for  Internet-centric  infrastructure 
and  network  services  to  outstrip  other 
segments 
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What  do  commercial  customers 

want? 


• If  federal  buyers  are  difficult,  commercial 
buyers  are  skeptical 

• Commercial  buyers  are  increasingly  willing 
to  outsource  a wide  range  of  functions  (the 
driver:  inability  to  attract  or  retain  sufficient 
in-house  IT  staff) 

• Loyalty  to  outsourcing  vendor  incumbents 
continues  to  erode;  buyers  are  receptive  to 
scrappy  newcomers 
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How  can  DynCorp  overcome 
barriers  to  entry? 


• Overcome  lack  of  commercial  name 
recognition  by  partnering 

• Invent  and  dominate  a new  market  niche 

• Specialize  aggressively  in  either  horizontal, 
or  vertical  industry  applications 
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How  can  DynCorp  overcome 
barriers  to  entry?  (cont) 


• Leverage  federal  experience  by  promoting 
skills  best  appreciated  by  commercial 
buyers: 

V security  expertise, 
strong  program  management, 
y high-level  SLAs 

• Conserve  capital  by  favoring  remote 
services 

• Build  technical  staff  by  creating  attractive, 
long-term  career  paths  for  transfers 
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Breaking  Down  Barriers 


Winners  vendors:  ACS,  SAIC,  CSC 
Loser  vendors:  CACI,  UNISYS,  OAOT 
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Outsourcing  Intensity 
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Outsourcers  Weighted  by  Factor 


Adjusted  Market  Ranking 


B Factors:  Geography,  Outsourcing  intensity,  Market  Orientation 


V) 

0 
■o 
c 

01 
> 


O) 

c 

E 

3 

o 

in 


O 


OAOT 
Fed  Data/Logicon 
Raytheon 
USInternetworking 
UNISYS 
EDS 
Bisys 
Com  paq 
CACI 
SAIC 
ACS 
Convergys 
Getronics  [W ang] 

Entex  [Siemens] 

CSC 

Perot  Systems 
Exult 
Keane 
AMS 
Fiserv 

0%  10%  20%  30%  40%  50%  60%  70%  80% 


Average  Weighting 


INPUT 


21  - 3/1/2001 


Proprietary  & Confidential  - INPUT 


^■HMi  Operating  Margins  Rise  Paraiiei 

with  Outsourcing 


Correlation:  Outsourcing  intensity  to  Operating  Margin 
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Correlation:  Outsourcing  Intensity  to  Return  on  Assets 
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Difference  in  ROA  ? Inconclusive 
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Go  for  it!  -but  plan  wisely! 
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Conclusions 


• The  most  profitable  IT  vendors  are 
diversifying  their  sources  of  revenue  by 
being  active  in  as  many  markets  as 
possible 

• Expanding  the  number  and  diversity  of 
customers  in  itself  promotes  greater 
efficiency 

• There  is  no  substitute  for  demonstrated 
vertical  industry  expertise;  hence,  no 
shortcut  to  achieving  credibility 
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9 Assess  technical,  financial,  organizational 
and  sales  resources  honestly  prior  to 
attacking  the  commercial  market 

• Develop  a realistic  short  and  long-term 
business  plan 

9 Achieve  internal  commitment  to  success 
based  on  cooperation 

• Avoid  overpromising  and  underperforming 
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EATON  CORPORATION 


216  523  4903 


y 


Curt  Chandler 


MIS  Manager 


Ql/Yes 

Q2/Overall  IS  responsibility 

Q3/Varied,  used  extensively  for  development  and  ERP  work. 

Some  e-business,  Website  design  and  some  related  development. 

Q4/No,  we  prefer  to  award  specific  contracts  for  a discrete  piece  of  work 

Q5/Recoverable  costs  from  departmental  budgets. 

Q6A/Ve  work  from  an  existing  list  of  preferred  (known)  vendors  to  which  we  add  and  remove.  Generally 
an  outsourcing  contract  is  awarded  to  a company  to  which  we  have  an  already  established  relationship. 

Q7/Not  really  applicable.  They  would  have  to  meet  the  criteria  (as  per  Q6) 

Q8/Not  really  important.  We  tend  to  outsource  contracts  which  we  do  not  have  the  resources  internally. 
Our  in-house  staff  either  assist  these  contracts  in  secondary  role  or  they  are  assigned  a new  piece  of 
work  (totally  unrelated).  Transfer  of  staff  has  not  occurred  to  date. 

Q9/More  selective.  The  market  is  becoming  more  discrete,  with  organisations  having  greater 
specialisation.  I think  that  there  is  a decrease  in  the  “larger  all-encompassing”  projects.  User  companies 
lack  some  of  the  management  tools  internally,  the  vendor  must  proactively  manage  the  customer  (as  well 
as  the  project).  Outsourcing  is  moving  away  from  maintenance  of  products  and  support  of  users  towards 
working  on  new  architecture  and  solution  development.. 

10/Smaller  independent  companies  who  provide  specific  services.  Helpdesk,  Internet  Web  services, 
production  of  documentation,  training,  raw  coding  and  programming. 

Not  purely  a support  arrangment,  they  need  to  provide  stability  in  an  older  operating  environment. 
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Q1 1/Not  measurable  in  commercial  business  terms.  Outsourcing  is  an  essential  link  with  our  in-house 
technical  delivery  teams.  We  have  improved  timescales  for  on-going  development  and  achieved  better 
quality  at  a reasonable  cost. 

Q1 2/Little.  We  are  committed  to  a business  transformation  programme  and  outsourcing  is  part  of  that 
building  block  for  the  future. 

Q1 3/Not  at  all.  Our  policy  towards  outsourcing  is  (as  per  01 0) 

Q14A/Ve  have  been  able  to  reduce  our  internal  headcount  and  not  have  to  increase  new-skill  recruitment. 
We  have  also  been  able  to  better  control  the  overall  IT  overhead  and  budget.  We  are  maximising  the 
returns  on  our  original  IT  investment;  bringing  operational  benefits  to  the  company. 

01 5/Our  contracts  have  always  tended  to  be  short  and  we  don’t  see  this  changing. 

016/No 

017/Very  sensitive. 

018/Relationship  is  good.  We  always  have  prior  working  knowledge  and  exposure  with  the  vendor,  so 
our  risk  is  minimised. 

019/Not  an  issue. 

O20/Doesn't  really  bother  us.  We  tend  to  avoid  the  large  players  as  we  get  better  service  from  smaller 
companies. 
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HOLOGIC  INC  781  999  7300 

Dave  Rudzinski  Director  of  IS 

Q1/Yes 

Q2/Overall  director  of  all  IT 

Q3/Have  been  involved  in  several  outsourcing  arrangments  in  many  mixed  environments 

Q4/ln  an  ideal  world,  we  would  go  with  as  much  bundled  as  possible.  We  have  a large  contract  with 
ADP,  but  we  still  have  the  need  to  place  2-3  other  individual  contracts  with  other  service  vendors 

Q5/The  primary  reasons  were  that  we  had  a mixed  environment  of  DEC/Compaq,  Solaris  and  Unisys. 
Control  of  this  became  very  difficult  and  cumbersome,  so  we  started  to  outsource  different  elements  of 
this.  We  did  have  the  objective  to  reduce  the  main  overhead  of  the  service  cost  and  to  be  able  to 
complete  other  (new)  IT  projects  faster. 

Q6/Proven  record,  expertise.  Must  be  a solution  provider.  Knowledeable  in  our  application  types  and 
operating  environment.  Proven  success  on  similar  types  of  outsourcing  projects. 

Expertise  in  web-enabled  financial  software. 

Q7/ln  theory  it  would  not  prevent  us.  Our  current  situation  is  that  we  have  contracts  to  be  outsourced. 
We  want  to  remove  that  responsibility  from  us  to  a partner  vendor  to  allow  the  vendor  and  ourselves  to 
focus  on  our  technical  strengths. 

Q8/lmportant  in  that  they  manage  the  human  resources.  We  had  problems  in  recruitment  and  retention 
of  staff,  so  this  is  an  essential  part  of  the  project. 

Q9/Some  services  are  easier  to  contract  out  now.  Operational  duties  are  spreading  into  new  IT  areas 
especially  CRM.  Outsourcing  is  now  an  acceptable  process  and  customers  are  more  intuitive. 

01 0/Support  for  specialist  software  packages,  project  management,  BPR. 

All  e-business  services  and  internet  integration. 

Q1 1/The  skills  are  available,  but  the  costs  are  very  high.  A high  proportion  of  our  overall  IT  budget  now 
goes  to  external  contracts.  We  have  definitley  seen  a reduction  in  capital  and  recurring  costs. 
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Outsourcing  has  allowed  us  to  stay  ahead  competitively  by  increasing  the  timescales  to  develop  new 
applications. 

Q12/lnertia  towards  external  service  suppliers  in  some  circles;  thoughts  are  that  we  will  obtain  a better 
return  on  IT  using  inhouse  staff.  Even  though  there  is  a general  shortage  of  key  skills;  the  service  vendors 
don’t  necessarily  have  the  skills  either. 

Q1 3/Only  if  they  can  provide  added  value  for  enhancement  and  support.  Improvements  in  change  are 
usually  never  achieved.  Trying  to  combine  external  and  internal  resources  (as  present)  can  be  very 
difficult,  but  outsourcing  the  entire  IT  and  business  processes  would  be  a massive  decision. 

Q14/Ultimately,  the  measurement  has  got  to  be  reflected  in  the  success  of  the  business  generation. 

Lower  operating  costs,  greater  turnover,  numbers  of  increased  transactions;  do  you  ever  know  the  real 
story?????  It  depend  on  the  business  model  that  is  being  adopted. 

Q 15/As  long  as  they  are  on  time  and  within  budget. 

Q16/Using  external  resources  doesn’t  necessarily  improve  costings,  it  merely  moves  them  from  one 
business  unit  to  another. 

• Mainstream  support  of  MVS  and  UNIX  systems 

• Technology  integration  with  requirement  for  special  technical  disciplines. 

• Bespoke  [customized]  applications  running  on  AS/400s. 

Q17AA/e  introduced  our  own  best  practice. 

Q1 8/Service  suppliers  lack  the  understanding  of  fostering  relationships;  they  are  driven  by  short-term 
objectives.  There  is  always  a perceived  conflict,  but  we  have  better  control  of  the  resources  that  support 
our  organisation. 

Q1 9/Discussions  with  the  unions  to  keep  jobs  in-house.  They  are  selling  the  long-term  benefit  of  keeping 
expertise  internally. 

Q20/lt  does  influence  you  if  the  contract  has  significant  $ value,  or  it  is  critical  to  the  strategy. 
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GARDEN  WAY  INC  518  233  4300 

Don  Steele  IS  Development  Manager 

Dsteele@qarden.com 

Q1/Yes 

Q2/  IS  Development  Manager 

Q3/I  have  final  decision  on  all  outsourcing  (bespoke  and  otherwise) 

Q4/Bundled.  We  manage  all  our  outsourcing  through  KPMG. 

Q5/Originally  to  reduce  our  headcount  and  look  at  ways  of  reducing  our  cost  base..  Laterally  we  are  now 
looking  for  expertise  in  specific  disciplinesand  to  improve  development  performance.  To  improve  the  key 
components  and  business  functionality.  Whilst  we  want  KPMG  to  provide  better  service,  we  also  want 
them  to  be  more  customer  focussed. 

Q6/We  always  use  KPMG  as  our  principle  partner  who  will  manage  the  overall  contracts. 

• There  are  about  20  other  organisations  which  we  define  and  source  the  operational  services  from,  but 
the  contract  is  planned  and  managed  by  KPMG. 

• Single  source  contract  for  urgency  and  proprietory  systems  support. 

Q7/I  would  have  my  doubts,  not  really  decided  yet. 

Q8/Not  important 

Q9/More  procurement  via  the  Internet.  Big  changes  in  the  variety  and  type  of  service;  allows  expansion 
into  other  areas.  Greater  professionalism. 

Q10/An  application  management  and  support  role  for  ERP.  Answer  to  our  skill  shortages;  can  be  the 
most  practical  solution. 

Q1 1/Improved  efficiency  on  the  supply  chain.  Faster  and  cheaper  to  get  our  applications  and  services  up 
and  running. 
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Q12/More  positive;  allows  staff  more  time  for  other  applications.  Lead  times  for  service  have  improved, 
greater  responsiveness  from  the  vendor  leading  to  greater  satisfaction  all  round. 

Q 13/Yes 

Q14/Yes.  We  have  seen  the  benefits  of  joint  ventures  and  strategic  alliances;  both  parties  share  costs 
and  resources. 

Q 15/Shorter  contracts  are  easier  to  control  and  manage. 

• They  also  keep  costs  down  as  more  regular  contract  renewals  maintain  a more  competitive 
environment. 

• In  longer  contracts,  vendors  have  a greater  opportunity  to  “milk  you”  for  higher  prices. 

Q16/Would  give  a lot  of  thought  to  ERP  contracts  costing  >$2  million 

Q 17/Very  sensitive  about  the  manufacturing  process  - would  not  want  this  to  go  externally. 

Q 18/Good 

Q1 9/None,  we  are  a non-union  shop 

Q20/Great  influence,  size  and  longevity  are  important. 
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AMERICAN  CRYSTAL  SUGAR  COMPANY  218  236  4420 

Marty  Erbes  IS  Director 

Q1/Yes 
Q2/IS  Director 

Q3/Main  decision  maker  in  all  major  IT  decisions 

Q4/We  end  up  with  a balance.  We  had  a policy  to  widen  the  supplier  base  and  to  bring  in  a greater  level 
of  knowledge  and  expertise.  Better  commercial  advantages  in  not  bundling  the  contract 

Q5/ 

• Better  service  and  support. 

• Improved  staff  usage  and  utilisation. 

• Well  suited  to  development  and  bespoke  projects. 

• Relieve  the  workload  to  the  existing  IT  team. 

Q6/ 

• Cost 

• Quality  of  company  and  their  people. 

• Team  building  and  management. 

• To  manage  the  applications  through  development  testing  and  production. 

• Able  to  meet  demanding  delivery  requirements. 

• Process  functional  and  technical  skill  sets. 

Q7/”give  me  a name".  In  a hypeothetical  situation,  I would  say  that  if  the  vendor  possess  quality,  service 
and  speed  in  implementing  a quality  standardisation  programme,  then  federal-only  experience  should  not 
be  an  issue.  One  or  two  large  federal  contracts  can  allow  an  organisation  to  grow  very  rapidly. 
Companies  like  EDS  were  very  heavily  involved  in  federal  contracts  and  it  didn"t  really  prevent  the 
company  from  moving  into  the  commercial  market. 

Q8/lf  we  do  not  want  to  continue  with  a large  in-house  IT  resource,  then  the  supplier  must  fulfil  that  role, 
Q9/ 

• Must  show  tangible  improvements. 
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• Facility  to  increase  communication. 

• Commitment  to  achieving  specific  goals. 

• Support  the  complete  process  and  to  determine  the  business  model. 

Q10/ 

• That  by  which  we  can  better  satisfy  our  customers  and  users. 

• We  want  to  strengthen  the  team  at  operational  level  and  oversee  the  technical  side  of  the  legacy 
projects. 

• Support  of  the  wider  business  units 

Q1 1/1  think  that  we  have  achieved: 

• Improved  service  levels  to  users. 

• Enhanced  the  level  of  support 

• Provide  control  and  improved  quality. 

• From  a commercial  point  of  view,  we  have  reduced  operating  costs  whilst  experiencing  very  tough 
trading  conditions. 

Q1 2/More  confident  in  design  and  reviewing  operational  models. 

Processing  and  operational  control  have  improved  considerably.  Account  management  is  easier  to 
control  and  manage. 

Q13/We  have  very  ambitious  plans  and  want  to  be  able  to  move  forward  much  faster. 

We  are  aware  of  the  wider  capabilities  (of  entire  outsourcing),  it  will  make  us  internally  more  effective  and 
improve  those  internal  processes.  It  could  eliminate  major  integration  issues  further  down  the  line. 

Q14/ 

• Improved  customer  satisfaction  - overall  pleasing. 

• IT  expertise  at  a cheaper  price  than  it  would  take  us  to  maintain  personnel  in-house. 

• Able  to  monitor  and  evaluate  specific  “hard  success”  criteria. Creation  of  brand  awareness  and  loyalty. 
Superior  levels  of  customer  services. 

Q1 5/Through  our  legal  dept. 

Q 16/Performance  improvement  - reducing  costs  and  improving  service. 

Q1 7/Undergoing  a re-think  about  this.  We  don’t  want  to  force  through  unpopular  policies,  but  we  need  to 
protect  our  intellectual  interests. 
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Q1 8/Reasonably  good  teams  who  meet  most  of  our  criteria.  Ambiguity  is  always  the  big  problem. 

Q1 9/Not  really  from  unions,  but  existing  staff  want  some  form  of  contractual  obligation  (in  relation  to 
secure  employment) 

Q20/Always  in  the  “hidden”  agenda.  No  customer  is  ever  going  to  say  “we  will  only  award  this  contract  to 
a large  company,”  but--in  reality-this  is  commonplace. 
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OMEGA  FINANCIAL  814  231  7680 

Dan  Mertz  MIS  Director  Dmert2@omes.com 

QMYes 

Q3/Extensive.  Have  been  involved  in  outsourcing  for  at  least  10  years. 

Q4/Yes,  we  can  leverage  the  price 

Q5AA/here  we  cannot  keep  talented  people  fully  employed 

Q6AA/e  merged  with  another  bank,  so  we  are  jointly  using  the  incumbent  supplier.  However,  we  are 
seeking  due-diligence  for  next  contract  award. 

Q7/Not  a problem,  providing  the  other  requirements  were  met. 

Q8/Have  had  a delicate  situation  in  the  past  that  was  resolved,  but  it  is  something  that  we  need  to  be 
careful  about.  Existing  staff  working  for  a large  financial  services  company  would  not  be  too  keen  to 
move  to  a smaller  IT  services  company. 

Q9/Banking  is  changing.  It  now  encompasses  a full  range  of  services  including  insurance,  stockbroking, 
etc,.  We  need  an  outsourcing  company  to  take  us  into  the  future.  We  need  improved  service  at  lower 
cost. 

Q10/ 

• Facilities  Management  and  procurement. 

• An  efficient  service  that  works  24  hours  a day,  able  to  improve  business  processes  all  round. 

Q1 1/Not  measurable 

Q 12/Still  receptive  to  OS 
Q 13/Yes 

014/  Overseen  by  our  auditors.  Specific  cost  reductions  in  operational  overheads  have  been  achieved; 
lower  support  and  operational  costs  on  the  longer  term. 
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Q15/5yr  contracts 

Q 16/Yes  only  through  experience 

Q1 7/Not  sensitive.  Have  a 3'^''  party  for  control  and  security 

Q 18/Very  good 

Q 19/No  effect 

Q20/IS  a factor,  but  decisions  are  “horses  for  courses”.  If  your  volume  of  business  is  such  that  it 
represents  a disproportionately  high  % of  the  vendor’s  revenue,  then  this  could  be  a problem  in  terms  of 
risk  and  exposure. 
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ROCHESTER  DEMOCRAT  & CHRONICLE  716  232  7100 

Mitzi  Bainbridge  VP-IS 

owes 

Q2A/P-IS 

Q3/I  call  “all  the  shots”. 

Q4/Prefer  bundled  contracts,  due  to  the  cost  ratio. 

05/  No  respone 

Q6/They  need  experience  of  front-end  systems  and  vast  exposure  to  the  newspaper  industry. 

Q7/I  would  not  be  unreceptive,  but  they  would  need  to  have  considerable  experience  of  our  industry 
(otherwise  we  would  not  get  seriously  involved  with  them) 

Q8/Has’nt  happened  yet;  would  put  it  down  as  unimportant  at  present. 

Q9/Much  larger  stable  nowadays.  Greater  choice  of  vendors,  more  experience,  more  extensive 
knowledge  and  also  a great  deal  more  business  process  outsourcing  than  ever  before. 

Q1 0/The  type  of  contract  is  secondary  to  obtaining  the  correct  skill  fit.  If  we  get  the  right  vendor  with 
exactly  the  right  type  of  skills  and  service  offering,  we  would  ask  them  to  propose  alternative  contract 
solutions  to  us. 

QII/N0  response 

Q12/I  am  more  relaxed  about  outsourcing. 

Q 13/Yes,  if  we  can  see  that  there  are  real  beneficial  gains  for  us. 

QI4/N0  model  as  such,  but  costs  come  from  the  overall  IT  budget. 

Q1 5/Shorter  contracts  carry  less  risk  to  us.  Fewer  things  can  go  wrong. 
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QI6/N0 

Q1 7/Not  too  big  a problem. 

• Obviously  the  vendor  will  sign  confidentiality  clauses. 

• The  concept  of  partnership  is  very  important  to  us  and  we  would  never  enter  into  a relationship  with  a 
supplier  if  mutual  trust  did  not  exist. 

Q1 8/Good,  as  per  Q17 

Q1 9/Not  a problem 

Q20/ln  some  ways  experience  has  shown  us  that  the  bigger  the  company,  the  more  expensive  the  cost. 
However,  they  would  argue  that  the  bigger  the  supplier,  the  less  the  risk  is  to  the  customer. 
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AMPHENOL  607  563  5141 

Doug  Lasher  Systems  Development  Manager 

Ql/Yes 

Q2/responsible  for  all  bespoke  development  and  integration  services 

Q3/Have  placed  (awarded)  many  contracts.  Also  spent  many  years  as  project  manager  on  large-scale 
outsourcing  contracts. 

Q4/No  preference.  The  contract  will  reflect  the  service  programme  that  needs  to  be  outsourced. 
Contracts  can  have  different  durations  and  termination  dates,  so  even  if  we  wanted  to  bundle  them, 
sometimes  it  is  not  logistically  possible. 

Q5/ln  the  early  days,  outsourcing  was  done  for  commercial  considerations.  Nowadays,  we  have  more 
sophisicated  reasons;  specific  projects,  core  or  scarce  skills. 

Q6/Technical  ability,  reputation,  “chemistry". 

Q7A/Vould  not  bother  me;  we  have  a lot  of  contracts  with  government  bodies,  so  we  are  fairly  competent 
in  this  area. 

Q8/Not  important  at  present 

Q9/I  would  see  over  the  longer  term  more  of  our  IT  coming  back  in-house. 

Q1 0/Smaller  development  and  maintenance  contracts  with  12  months  duration. 

011/ 

• If  outsourcing  is  applied  well,  the  results  are  positive  and  lead  to  improved  profitability. 

• The  problem  seems  to  be  that  it  can  be  very  difficult  to  objectively  assess  the  impact  of  outsoucing. 

• For  instance,  if  we  reduce  headcount  by  a factor  of  X (as  a result  of  the  outsourcing),  could  we  not 
have  just  reduced  the  number  of  staff  anyway. 

• If  we  increased  profitability,  how  do  we  know  that  outsourcing  had  anything  to  do  with  it. 
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QI2/N0,  perhaps  I am  slightly  more  cynical.  I certainly  expect  a lot  more  from  the  vendor,  added  value  is 
a mustllll 


QI3/N0,  as  per  Q10 


QI4/N0 


Q15/Short  contracts  of  about  12  months 


QI6/N0 


Q1 7/Nothing  sensitive  here 


Q1 8/Current  relationships  are  good 


Q1 9/Not  at  all 


Q20/Tend  to  use  smaller  local  companies  who  are  cheaper  and  keener. 
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MORGAN  DRIVEWAY  INC  219  295  2200 

Ryan  Cox  IS  Manager 

Ql/Yes 

Q2/Manager  of  all  IT 

Q3/Senior  role  in  all  outsourced  IT  programmes 
Q4/ 

• Large  development  programmes  in  place  (and  planned). 

• There  are  presumed  cost  advantages  in  bundling  the  services,  but  it  can  be  difficult  to  achieve  a 
consistent  level  of  operational  service. 

• We  need  to  ensure  that  our  commitments  are  met.  The  vendor  supplying  development  services  is  not 
necessarily  the  best  vendor  operate  the  Data  Centre. 


Q5/ 

• We  have  no  expertise  or  business  knowledge  of  e-commerce  (which  is  our  most  recent  project). 

• Different  programmes  are  outsourced  for  differing  reasons,  ie,  access  to  expertise  is  scarce,  reduce 
the  cost  of  delivery  service,  implementing  corporate  intranet,  etc,  but  I suppose  the  bottom  line  is  that 
the  cost  advantage  must  be  prominent. 

Q6/The  usual  criteria  of  relevant  experience,  quality  of  work,  proven  in  field  and  familiar  with  our 
technology. 

Q7/Not  a problem  per  se.  But  they  would  have  to  meet  our  criteria  in  terms  of  project  management 
experience,  able  to  develop  Web  business  applications  and  B2B  consultancy  skills.  I guess  that  I would 
not  want  to  be  their  FIRST  customer. 

Q8/They  would  be  required  to  manage  our  contractors  plus  recruit  new  skills.  Transfer  of  existing  staff  to 
the  outsourcing  company  would  be  subject  to  discussion. 

Q9/New  philosophy  of  achieving  excellence.  Vendors  now  have  a proven  track  record  in  delivery  and 
operation  of  large-scale  projects. 

Q10/ 
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• Able  to  utilise  the  best  technology. 

• A vendor  who  can  build  a good  team  and  be  good  at  communications. 

• If  they  can  apply  themselves  intelligently  and  support  our  objectives,  then  the  type  of  outsourcing 
contract  will  be  of  secondary  importance. 

Q11/ 

• Outsourcing  is  already  established  and  successful. 

• The  nature  of  the  product  is  changing  more  towards  E-Business  and  Call  Centre  technology. 

• A quick  response  to  new  requirements  and  greater  emphasis  on  managing  the  relationship. 

• If  vendors  can  offer  practical  and  sustainable  business  improvement,  then  their  future  looks 
reasonably  secure. 

Q12/We  are  now  looking  for  a partnership  on  the  latest  technologies  and  software  solution  as  opposed  to 
just  getting  a “low-cost”  service. 

Q1 3/Yes,  but  with  the  effective  management  of  risk  and  how  it  will  impact  on  our  vision  and  business 
strategy. 


RAN  OUT  OF  TIME.  SO  WE  JUMPED  TO  Q20 

Q20/We  prefer  a recognised  and  credible  company,  but  stay  clear  of  the  major  names  because  of  cost. 
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CYBERGRAPHICS  901  369  4400 

Jerry  Young  Director  of  Business  Systems 

QMYes 

Q2/Overall  responsibility  for  business  processes 
Q3/Senior  part  of  the  selection  team. 

Q4/No  preference 

Q5/Use  consultants  for  special  projects. 

Q6AA/e  normally  select  2 vendors  for  shortlist.  After  that  we  consider  technical  merit  and  business 
acumen  (and  how  they  demonstrate  their  expertise) 

Q7AA/ould’nt  matter 

Q8/Not  an  issue 

Q9/ 

• The  workplace  has  become  more  mobile  with  advanced  communications  and  the  use  of  WAP. 
Therefore  your  own  IT  staff  do  not  need  to  be  resident  inhouse. 

• I don’t  know  if  this  will  increase  or  decrease  the  use  of  outsourcing  long  term. 

• Also  there  is  an  increased  trend  towards  the  use  of  Offshore  service  providers. 

Q10/IT  and  business  consultancy,  project  management.  We  provide  the  resources  but  the  outsourcing 
company  manages  them. 

Q1 1/Mainly  in  systems  development  and  training. 

Q 12/not  really. 

Q 13/No 

Q 14/No 
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Q1 5/Shorter  contracts 

Q 16/You  have  a feel  through  experience.  Data  centre  and  transactions  based  outsourcing  is  getting  less 
expensive.  Consultancy,  BPO,  bespoke  development  is  (or  has  been)  increasing  over  the  last  10  years. 
Some  specific  skills  such  as  Oracle,  SAP,  Java,  Active  X are  extortionate 

Q1 7/Very  sensitive 

018/  No  responses 

Q19/None 

020/No  real  influence.  They  must  demonstrate  technical  ability  and  have  track  record. 
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MONTEFIORE  MEDICAL  71 8 405  4397 

Ken  Kinkopf  Director  of  IS 


QIA'es 
Q2/IT  Director 

Q3/Recently  handled  the  outsourced  implementation  of  SAP 
Q4A'es,  but  must  be  fixed  price  contracts. 

Q5/Not  the  objective  of  outsourcing  for  us.  It  was  the  speed  of  actioning  things  - we  needed  to  implement 
SAP  “soup  to  nuts”  and  increase  software  development  speed  and  quality. 

Q6AA/e  have  a shortlist  including  people  that  we  have  worked  with  in  the  past.  They  submit  their  proposal 
and  we  look  for  the  best  fit. 

Q7/Not  a problem 

Q8/Not  important 

Q9/More  companies  are  now  outsourcing.  Also  the  variety  and  choice  of  what  can  be  outsourced  has 
changed. 

Q 10/Small  defined  projects. 

QH/No  response 
Q12/NO 
Q 13/no 

Q14A/Ve  obtained  a high  value  economic  return  in  terms  of  implementing  a very  sophisticated  system. 

The  benefits  will  be  obtained  internally  (in  that  the  wider  implications  would  have  been  considerable,  had 
we  not  outsourced  it). 
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Q 15/Shorter  contracts.  Cost  and  control  are  the  main  reasons 

G 

Q16/  No  response 

Q1 7/None  beyond  what  you  would  have  in  any  other  IT  application  service  contract. 

Q 18/Good 
Q1 9/None 

Q20/lt  would  have  some  bearing  in  that  you  feel  safer  with  the  bigger  companies.  It  did  influence  us  in 
that  we  wanted  to  use  an  SAP  Logo  Partner,  who  tend  to  be  the  large  IT  service  providers  and 
consultancies. 
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CYNDCl  Questionnaire  No. 

Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  QualiRcation 


1.  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?^  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
perspwf) 


Qolle^t^ated  demographics 


2.  What  is  your  role? 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 
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toward  more  commodity  transaction  processing? 
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16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 


17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comment 


18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment  


19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 

Comment 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  

Phone  #:  

Email  Address:  


Thank  you  for  your  time  and  consideration. 
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Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualification 

1.  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 


Collect  related  demographics 


2.  What  is  your  role? 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 
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5 Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket” 
toward  more  commodity  transaction  processing? 


Comments 
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6.  How  would  you  categorize  the  most  irjiportai^t  barrier  to  entering  a new  market,  financial? 
Technical?  Marketing?  Organizatioi^  Staffing  Management?  Other? 
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 


Comments 


1 1 .  What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 


13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federal  vs  commercial?) 


14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 
outsourcing  deals?  (Strategy?) 
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16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 


17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comment  


18.  To  what  extent  does,  or  should,  company  size  (based  on  aimual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 
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19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 
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20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title;  

Phone  #;  

Ennail  Address: 


Thank  you  for  your  time  and  consideration. 
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Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualification 

1 .  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 


Collect  related  demographics 


2.  What  is  your  role? 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Comments 


1 1 .  What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 
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13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  wirming  new 
(7^  outsourcing  contracts?  (Federal  vs  commercial?) 
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15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 
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16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 
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17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 


Comment 
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18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 
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19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 
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20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  

Phone  #:  

Email  Address: 


Thank  you  for  your  time  and  consideration. 
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Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualification 

1 .  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 


Collect  related  demographics 


2.  What  is  your  role? 


3.  Please  indicate  the  nature  of  your  experience  with  outsoi^ing^IJ  or  otherwise). 
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5 Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket” 
toward  more  commodity  transaction  processing? 
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6.  How  would  you  categorize  the  most  important  barrier  to  entering  a new  market,  financial?  ^ ^ 
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Comments 


1 1 . What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 


/4^‘T 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time?  ^ 

<h  yC-!^  A Vu  c'-’-y 

V ‘-Y  1 V '/ 

/ ' 1 /y^y  ',u^  t-1  qirTTrA,  ^ , 
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1 3 . How  burdensome  are  the  overall Wles  & marketing-eeste^ssociated  with  winning  ne^ 


^ L winning  ne^^  ' \yY' 

outsourcing  contracts?  (Federal  vs  commercial?)  y ^ 

Av/ Y‘Y  ^ 
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14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 


1^  outsourcing  deals?  (Strategy?) 


your  policy  toward  dealing  with  unions?  (How  important?) 
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17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 

/J  d ^ 


Comment 


i/'V’ — 


T^.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 
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Comment  i ^ 

! /I ^ J A.  I 


In  relation  to  outsourcing,  how  sensitive  are  your  custonfiers  to  the  issudo 
and  control  of  proprietary  data  in  particular? 


Comment 


of  control,  in  general(  j / 
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20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comment 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  

Phone  #;  

Email  Address: 


Thank  you  for  your  time  and  consideration. 
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Type  of  Interview; 

□ Vendor  □ Telephone 

□ User  □ On-Site 

□ Other  □ Mail  / 

Company:  C ^ \ ^ 

Address:  


City/State: 

Zip: 

Telephone: 
Fax  #: 


Project  Code/Catalog 
Interviewer  Initials 
Interview  Date. 

QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 

Company  Type:  

Annual  Revenue:  

# Employees:  

Total  IS  Budget:  

Total  # IS  Staff; 


No.  □□!□□□!□□□□ 

□ □□ 

□ □□ 

□ □ 


WWW 


^espondent(s): 
Name 


LA 


^~xnr^ 


H 


Phone/Ext.  - L'H{'  o Fy 
Role  in  Project:  


Title: 

Email  ^ t\.  '\~x  -h 


A, 


Referrals: 


Industry  (User  Interviews  Only): 

□ Discrete  Mfg. 

□ Process  Mfg. 

□ Transportation 

□ Utilities 

□ Telecommunications 

□ Retail 


□ Wholesale 

□ Banking/Finance 

□ Insurance 

□ Medical 

□ Services 

□ Education 


□ Federal  Government 

□ State  & Local  Government 

□ Other  Industry 

□ Consumer/Home 

□ Cross-Industry 
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Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualification 


1.  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 


3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 


Comment  {/j  \ 


iki 


- U/'c  ^ _ . 


3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  market. 


Comment 


B.  Priority  Questions 

4.  In  which  vertical  industries  to  you  see  the  best  growth  potential  for  IT  outsourcing? 
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Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket” 
toward  more  commodity  transaction  processing? 

Comments  nt  ^ ff 


would  you  categorize  the  most  important(^OTier  to  enteiil^g  a new  market,  financial?^ 
anization?  StaffmgrManagement?  Other? 

0 A'^-' 


iliiaiiciai  I yp 

Teclmical?!  Marketing  Organization?  Staffing^Management?  Other?  ^ ^ (/[ 


Comments 


,-\fi 


what  extent  is  cost  or  availability  of  capital  a const^int  in  bidding  for  new  outsourcing 

/ ^ 


/o  C/C 


To 
business? 

Comment 


Uif-  6 ^ 
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8. 


A-c  ( (ISc  - /yu^ ^ 

/o 

What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

Comment: 


7/ 1 1 


9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?)  , ^ ^ 1 4>4 

Comments  / r . A>  ' J 
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Comments 


{At— 


1 1 . What  process  do  you  use  for  computing  the  cost  of  contract  bidding?  / 


'^<vfV'-iviV  1'H'ASQ<  > [i  'f~r  \ — ')  J 

imating  total  contract 


'^^yfV'TvtV 

12.  Do  you  have  a dynamic  model  for  estimating 
over  time? 


r — / 

profitability  as  changes  are  made  tl^  . 

' ^ U'V^ 


r 

13.  Howljiurdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  new 
outsourcmgcoiftracts?  (Federal  vs  commercial?)  > 

/ttv7  Co^fl,  J 

J,gC  Ac! 


/ 


14.  Ha^dniility  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 
outsoui^ng  deals?  (Strategy?) 


pi- 

1g^- 


y/^tu 

u-y]/\  'vg. 


15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 


I' 
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16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 


17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 


18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a / 
decision  regarding  whether  to  outsource? 

Cormnent 


ji  1 


T 


tL 


C7 


(^w-7 


“>14S 

19.  In  rela^ioiTto  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
an^ontrol  of  proprietary  data  in  particular? 


Comment  A^-w  ^ 


c>»  Cv — 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title: 

Phone  #:  

Email  Address:  


Thank  you  for  your  time  and  consideration. 
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INPUT  Questionnaire 

Type  of  Interview: 

□ Vendor  □ Telephone 

□ User  □ On-Site 

□ Other  □ Mail 


Project  Code/Catalog  No.  □□!□□□!□□□□ 


Company: 

Address: 


±2^ 


SIL 


S 


City/State: 

Zip: 

Telephone: 
Fax  #: 

WWW 


Interviewer  Initials 
Interview  Date. 
QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 
Company  Type: 
Annual  Revenue: 
# Employees: 
Total  IS  Budget: 
Total  # IS  Staff: 


□ □□ 
□ □□ 
□ □ 


Wwespondent(s): 

Name  b . , 

Phone/Ext.  Cel-i  - I Email-^:i.,^,TW  ^ 

Role  in  Project:  I 


XV 


Title:  V^r  — Cs  v X ^ — C 
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Referrals: 


Industry  (User  Interviews  Only): 

□ Discrete  Mfg. 

□ Process  Mfg. 

□ Transportation 

□ Utilities 

□ TelecommunicationsN 

□ Retail 


□ Wholesale 

□ Banking/Finance 

□ Insurance 

□ Medical 

□ Services 

□ Education 


□ Federal  Government 

□ State  & Local  Government 

□ Other  Industry 

□ Consumer/Flome 

□ Cross-Industry 
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Introduction 

The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 

A.  Recipient  Qualification 

1 . Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 
outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 

Collect  related  demographics 

2.  What  is  your  role? 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 


Alcn  vmir  pnmnativ’c  KiiGinp6«  if  anv  ic  thA  TT  ^ fArlAwal 


B.  Priority  Questions 

4.  In  which  vertical  industries  to  vou  see  the  best  srowth  potential  for  IT  outsourcing? 
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5 Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket” 
toward  more  commodity  transaction  processing? 


Comments 

tV'-rA^ 


c% 


or  i< 


) 


'n 


c^\ 


O'X/—'  -0 


^ 6.  How  would  yoiijCQtegorize  the  most  important  barrier  to  entering  a new  market,  financial? 
Technical?  ^Imketing?  Organization?  Staffing?  Management?  Other? 

Comments  • y/  c ^ ^ ^ 


\ »^  7.  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new  outsourcing 

? t'  business? 


Comment  /' 


u 


— iz'V-^yy^C^  C'C^  VV'Jsi 


8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 


Comment: 


J—iK/J.  -) 
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/c^ 
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9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons? 
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Comments 


1 1 .  What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 


13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federal  vs  commercial?) 


14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 
outsourcing  deals?  (Strategy?) 


15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 
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Comment 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 


17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comment 


18.  To  what  extent  does,  or  should,  company  size  (based  on  aimual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment 


19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 

Comment 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comment 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  

Phone  #:  

Email  Address; 


Thank  you  for  your  time  and  consideration. 
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Address; 


K 4 .^v- 


ikL 


City/State: 

Zip: 

Telephone: 
Fax  #: 

WWW 


^respondent(s): 

Name 

Phone/Ext. 


C/ 


l-]U 


Project  Code/Catalog  No.  □□!□□□!□□□□ 


Interviewer  Initials 
Interview  Date. 
QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 
Company  Type: 
Annual  Revenue: 
# Employees: 
Total  IS  Budget: 
Total  # IS  Staff: 


□ □□ 
□ □□ 
□ □ 


<f(0- 


V 


Email 


Role  in  Project: 


Title:  <i  /2  ^ ^ ^ ^ 

L ^ /u-lo, 


q,/l  0-, 


C^w-.. 


Referrals: 


Industry  (User  Interviews  Only): 

□ Discrete  Mfg. 

□ Process  Mfg. 

□ Transportation 

□ Utilities 

□ Telecommunications 

□ Retail 


□ Wholesale 

□ Banking/Finance 

□ Insurance 

□ Medical 

□ Services 

□ Education 


□ Federal  Government 

□ State  & Local  Government 

□ Other  Industry 

□ Consumer/Home 

□ Cross-Industry 
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Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualification 

1 .  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 


Collect  related  demographics 


2.  What  is  your  role? 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 


Comment  J 


CdClj  S J 


3a.  Also,  what  proportion  of  your  company’s  business,'  if  any,  is  the  U.S.  federal  market. 

Comment  — 


B.  Priority  Questions 

4.  In  which  vertical  industries  to  you  see  the  best  growth  potential  for  IT  outsourcing? 
Comment  f C 
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rket”  toward  entire  business  processes  or  “downmarket 


toward  more  commodity  transaction  processin^^ 
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6.  HoWwould  you  categorize  the  most  important  barrier  to  entering  a new  market,  manci^  T/^ 
Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 

Comments  Cj(  i(s.  — ^ ^ 

<^"vas)  ^'-0  f s'v-'^At.o  p — ^ C-X.^ 

1.  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  biddir 


r-u- 


'7C^  I Xr  


bidding  for  new  outsourcing 


8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

■ t'  c t I H. 
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9.  Top  down,  which  types  of  outsourcing  can  you  domost  profitably?  (Reasons?) 
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C.  Additional  Questions 


10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 


V 


Comments  V 


13.  How  bt^dep^ome  are  the  overall  sales  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federal  vs  commercial?) 


5-^ 


4 


^ U I'm  IjciL L 

14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new  / F 


inability 
outsourcing  deals?  (Strategy?) 


impeded  your  ability 
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/ _ ...  I — Px^  Kyl'lx-' 

C FL«  a4.  .dA  1 d V ■«  T«  ■■  V 4 n.  O F T T T -fl  m4~  n ^ ^ 


15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 
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Comment 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 


17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comment 


18.  To  what  extent  does,  or  should,  company  size  (based  on  armual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment 


19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 

Comment 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comment 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  

Phone  #;  

Email  Address: 


Thank  you  for  your  time  and  consideration. 


CYNDCl  Vendor  Questionnaire,  02  Jan  01 


Page  6 of  6 


Confidential  — INPUT 


CYNDCl 


CONFIDENTIAL 


Questionnaire  No. 


Printed:  01/08/01 


INPUT  Questionnaire 

Type  of  Interview; 

□ Vendor  □ Telephone 

□ User  □ On-Site 

□ Other  □ Mail 

Company:  ^ 


Address: 


/ C ^ 


o(^\i  1 


City/State: 

Zip: 

Telephone: 
Fax  #; 

WWW 


Project  Code/Catalog  No.  □□!□□□!□□□□ 

□ □□ 

□ □□ 

□ □ 


Interviewer  Initials 
Interview  Date. 
QC  Initials 
Date 


Data  Entry  Initials 
Data  Entry  Date 
Company  Type: 
Annual  Revenue: 
# Employees: 
Total  IS  Budget: 
Total  # IS  Staff: 


^r<espondent(s):  ^ 

Name  Afrw  — {1  C V 


Title: 


Phone/Ext. 
Role  in  Project: 


Email  . — J. . ^ 5 ' 

6^' — ^ 


Referrals: 


Industry  (User  Interviews  Only): 

□ Discrete  Mfg. 

□ Process  Mfg. 

□ Transportation 

□ Utilities 

□ Telecommunications 

□ Retail 


□ Wholesale 

□ Banking/Finance 

□ Insurance 

□ Medical 

□ Services 

□ Education 


VC 


G^1 
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Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualification 

1.  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified  i 


P 


person.) 


J <1 TT 

^ II 


Collect  related  demographics  3 * ^ ^ 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 


2.  What  is  your  role? 


Comment 


/^U  ^ /Ly'  2^^ 


A~>/0  ^ a^OiN,  /Hif/- 

3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  mark^. 


Comment_ 


C, 


Vv^ 


^ — C^(  S' 


B.  Priority  Questions 


^ L ^<1/  ^ Oi 

4.  In  which  vertical  industries  to  you  see  the  best  growth  potentialJotlT  outsourcing?  ^ ^ ^ 


ent 


'7^~> — T)r-v^  4-Ov/~  r ■ 


/-p-n? 


V ""H")  ‘c 


7-oX'  W~^  j 

h 


— V v-w^  VK — ' vy  » A \ 

, yj- 
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, .- ^ "7' 
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<S-t  wV«~^ 


:Jj^'^ 
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5 Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket” 
toward  more  commodity  transaction  processing? 

C*.  tx,  't-  Q / / ' 

Comments  ^ ^ ^ /-  f^o~C' 


tv- 


^ ^ enterinp  a new  market,  financial? 


6.  How  would  you  categorize  the  most 
Technical?  Marketinj 

U Ux)' 

Comments 


Technical?  Marketing?  Organization?  Staffing?  Management?  Othe;2_  J A"  y jA 


'-t~A\ 


(-V"  ■ 


"TTV  ^ 


1.  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new  outsourcing 
business?  0^[ 


ii  i^'T'-f'  /yxrV'x-^  — C — A.  — 7 " 2--^ 


Comment 


A' 


£'f 


/} 


-9 

8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 


Comment: 


9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 
/V  ^ i'Zt>  TK^  (/Tyhy>  ^ 


^ <yk\n^  V fi-4  i^AUJ -)  /C-4\,A 

, O/^  ' />!  -*  I / / ^ ^ ^ V yy>^  - > 


^ X/C  /_ 


it-^T  -A  //- 


Comrn^s^^ 


J)cO  ^ VjTk^ 

/W" 


'y  J yv-tr-^  C^yA''V_CJWv-<lT,Ot/' 

A)  V AxA->u»x  ft.  ■w'^r^xXc-: 

CYNDCl  Vendor  Questionnaire,  02  Jan  0 1 Page  3 of  6 Confidential  --  INPUT 


CYNDCl 


J. 


Questionnaire  No. 


C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Comments 


1 1 .  What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 


13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  n^  , 
outsourcing  contracts?  (Federal  vs  commercial?)  -x 


(Federal  vs  commercial?)  3 


C ►vv 


x/zc/>v 


] 


-f'Ui  ^ Zo  ^ — 

14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new  , . 

outsourcing  deals?  (Strategy?)  / dVv— ^ 0 " 


15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 
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Comment 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
fVhat  would  you  need  to  do  to  become  ready? 


Comment 


17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comment 


18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment 


19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 

Comment 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comment 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  

Phone  #:  

Email  Address; 


Thank  you  for  your  time  and  consideration. 
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Type  of  Interview: 

□ Vendor  □ Telephone 

□ User  □ On-Site 


Questionnaire  No, 


CONFIDENTIAL 


Printed:  01/08/01 


^ ^ y cn^ 


Project  Code/Catalog  No.  □□!□□□!□□□□ 


City/State: 

Zip: 

Telephone: 

Fax  #:  

WWW 

Viespondentfs):  ^ 

Name  

Phone/Ext  d 7-  Email  2^ 
Role  in  Project:  1 

Referrals: 


Interviewer  Initials 
Interview  Date. 
QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 
Company  Type: 
Annual  Revenue: 
# Employees: 
Total  IS  Budget: 
Total  # IS  Staff: 


□ □□ 
□ □□ 
□ □ 


r 


Industry  (User  Interviews  Only): 

□ Discrete  Mfg. 

□ Process  Mfg. 

□ Transportation 

□ Utilities 

□ Telecommunications 

□ Retail 


□ Wholesale 

□ 

□ Banking/Finance 

□ 

□ Insurance 

□ 

□ Medical 

□ 

□ Services 

□ 

□ Education 

Federal  Government 
State  & Local  Government 
Other  Industry 
Consumer/Home 
Cross-Industry 
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Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  QualiRcation 


1.  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 


2.  What  is  your  role? 


3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 


3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  market. 

Comment  AC  h . ^ 


B.  Priority  Questions  / ' 

4.  In  which  vertical  industries  to  you  see  the  best  growth  potential  for  IT  outsourcing? 


Comment 


— 1. 


ACiP.  1 U-Z 
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!lk'^f\‘%c. 


5 Is  your  business  movin^^pmar^t”  toward  entire  business  processes  or  “downmarket”  / /^(3 

toward  more  commodity  transaction  processing? 


Comments' 


^ 


/ou 


/t-^  S/( 


6.  How  would  you  categorize  the  most  importanWiarrier  to  entering  a new  market,  fm^ciall? 
Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 


Comments 


L.'KK'^ 


VV\  , 


/ / 


7.  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new  outsourcing  ^ --  ^ 

business? 


Comment 


CY-^  /^/ 

8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today?  . / ' / 

<’'"v — ^ 

Comment/T^  . . , . , j 


/A' 


^ / 4- 


Ov 


-\AfL^ 


{4^ 


9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 

z'  '/y.^6^ 


Comments  /7%^ 


^ / 


i^TI- 


^ n r\  c«s  r fpy^r\  Z-  YryiA'^^  ‘ 
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Comments 


1 1 .  What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 


13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federal  vs  commercial?) 


14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 
outsourcing  deals?  (Strategy?) 


15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 
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Comment 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 


17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comment 


18.  To  what  extent  does,  or  should,  company  size  (based  on  armual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment 


19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 

Comment 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comment 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  

Phone  #:  

Email  Address: 


Thank  you  for  your  time  and  consideration. 
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Type  of  Interview: 

□ Vendor  □ Telephone 

□ User  □ On-Site 

□ Other  □ Mail 

Company:  Un 

Address: 

, f/i/7 


Questionnaire  No 
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Printed:  01/08/01 


CONFIDENTIAL 


Project  Code/Catalog  No.  □□!□□□!□□□□ 


City/State:  

Zip:  

Telephone:  

Fax  #:  

WWW  / _ ^ 

’s^spondent(s): 

Name  73  Title: 

Phone/Ext.  Email  Ch  do. 

Role  in  Project:  


Interviewer  Initials 
Interview  Date. 

QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 
Company  Type: 
Annual  Revenue: 
# Employees: 
Total  IS  Budget: 
Total  # IS  Staff: 


□ □□ 
□ □□ 
□ □ 


■-_£sj 


CvVS 


Referrals: 


Industry  (User  Interviews  Only): 

□ Discrete  Mfg. 

□ Process  Mfg. 

□ Transportation 

□ Utilities 

□ Telecommunications 

□ Retail 


□ Wholesale 

□ Banking/Finance 

□ Insurance 

□ Medical 

□ Services 

□ Education 


□ Federal  Government 

□ State  & Local  Government 

□ Other  Industry 

□ Consumer/Flome 

□ Cross-Industry 
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Questionnaire  No.  ____ 


Introduction 


-va" 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 


You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualification 


1 . Are  you  the  person  who  is  best  able  to  Ascribe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specifi^dj 

...... 


/' 


V 

r 


Collect  related  demographics  / / ^ 

3.  Please-indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise), 
^■^oiftment 


6*-’ 


; 


^P^'^/Vr/Ky^  f-r^  ^ — ci/^ 


cU^  S^c^/vJ  f^J 


3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  market. 
Comment  ^ . ». 

SrJ  ^ 


Y (PO  / 0 ^ 


i 


■»£»  Vioof  rrrrvxxrfn  T>rtf£atnficil  Trvr  TnT  ruifor^nr/^ir\fTV  • 


B.  Priority  Questions 

4.  In  which  vertical  industries  to  you  see  the  best  growth  potential  for  IT  outsourcing? 


^'S 


Comment 

-to-ffl 

\ 

L ~idni!)r  » 

-ux 

^ - \ 

{ J 
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\(^ 

h^ 


f/-~^ — £/av~V-T 
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i//^ 

yj') 


/r-^  "i. 
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4 Ijc 

Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket’' 
toward  more  commodity  transaction  processing? 

Comments 

/6  ^ V ^ /u^r  c'lr-^  Crvy^T^ 

^ c>\-f'){  onov--ryii,,.^,jh  / ^ 

6.  How  would  you  categorize  the  most  important  barrier  to  entering  a new  market,  financial? 

Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 

Comments 

I'-n^  (yy\r^  ^ U / ' ' 

1.  To  what  extent  is  cost  or  availability  of  capital  a constraint  irwiidding  for  new  outso 


Ay  1 r 1 — r ^ 


jidding  tor  r 

business?  /^V^S 


outsourcing 


Comment 


(flr-crf  (y\r^ ''  ^ 

8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 


Comment: 


/\ji^Jl^  /A5-W  u^-<xA  (y 

■ _ / rzvo  "I 

? /V^  cr  " Crv\^ , hs>  i 

9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 
Comments  y A 


CiY\MTy  f/^ 
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f^  /uv^-1  ^-1  I 
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Comments 


1 1 . What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 


\yO 


<X/\S 


/ V ^ u V ’ I 

12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 

(7~~^  ■ 


4- 


13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federal  vs  commercial?) 


14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 
outsourcing  deals?  (Strategy?) 


y^JLc^ 


oil' 


-*v-  ^ 

15.  What  is  your  policy^toward  dealing  with  unions?  (How  importapt?;  ys. 

v)^'^  y /‘■'^-  f, 
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Comment 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 


17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comment  


18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment  


19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 

Comment 


20.  Is  the  bulk  of  your  OS  business  in  bimdled,  or  unbundled  services?  (Preference?  trend?) 
Comment 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  

Phone  #:  

Email  Address; 


Thank  you  for  your  time  and  consideration. 
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INPUT  Questionnaire 

Type  of  Interview: 

□ Vendor  □ Telephone 

□ User  □ On-Site 

□ Other  □ Mail 
Company; 


/ Y 2^  

V/4  ^/4.  hJ  fZ 


Project  Code/Catalog 
Interviewer  Initials 
Interview  Date. 

QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 

Company  Type:  

Annual  Revenue:  

# Employees:  

Total  IS  Budget:  

Total  # IS  Staff: 


No.  □□!□□□!□□□□ 

□ □□ 

□ □□ 

□ □ 


^spondent(^: 
Name  W^7 1'- 


Phone/Ext. 
Role  in  Project: 


_^-^|-s-2^^2'>^itle;  _ 
Email 


Referrals: 


Industry  (User  Interviews  Only): 

□ Discrete  Mfg. 

□ Process  Mfg. 

□ Transportation 

□ Utilities 

□ Telecommunications 

□ Retail 


□ Wholesale 

□ Banking/Finance 

□ Insurance 

□ Medical 

□ Services 

□ Education 


□ Federal  Government 

□ State  & Local  Government 

□ Other  Industry 

□ Consumer/Home 

□ Cross-Industry 
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Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualification 

1.  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 


B.  Priority  Questions 

4.  In  which  vertical  industries  to  you  see  the  best  growth  potential  for  IT  outsourcing? 
Comment  /y  4^ 


/lA  ' 
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Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket” 
toward  more  commodity  transaction  processing? 


Comments  A 

'/dv — — \ 7^  (/\/1^ 


rv^ 


6.  How  would  you  categorize  the  most  important  barrier  to  entering  a new  market,  financial? 
Technical?  Marketing?  Organization?  Staffing?  Management?  Other?  / 

/p  6^-Mn  ^10>w  C'C^xZA  iv-ivVx  -- 


Comments 


7.  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new  outsourcing  0^'^^ 

jyjOrK^t^ ^ ^ 

8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 


business? 


Comment 


Comment: 


Afl^/  mAl  CAa-lrJ^  A)  2^ 

/ . V.  ■ fniXj  ^ ^ ^ , 


fih  di/viK-y  -)  6y 

^ . / / A / /}  , 


\/V\ 


/ 

9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 


^WAl  5 ^ ^ ~ ^^'VYlA-vt^  c?y'-o 


Comments  ^ 
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Comments 


1 1 .  What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 


c 


7 


5^  , 

( us  t, ) '' 

13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  wirming  new 


outsourcing  contracts?  (Federal  vs  commercial?) 


0^ 


I V y y j ^ ^ - 

14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new  ' 
outsourcing  deals?  (Strategy?) 
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Comment 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 


17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comment 


18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment 


19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 

Comment 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comment 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  

Phone  #:  

Email  Address; 


Thank  you  for  your  time  and  consideration. 
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Other  □ Mail 
Company:  ^ 

fioi  lJ  WL. 


Project  Code/Catalog  No.  □□!□□□!□□□□ 


Address: 


City/State: 

Zip: 

Telephone: 
Fax  #: 

WWW 


Interviewer  Initials 
Interview  Date. 
QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 
Company  Type: 
Annual  Revenue: 
# Employees: 
Total  IS  Budget: 
Total  # IS  Staff: 


□ □□ 
□ □□ 
□ □ 


Wspondent(s):  ' ^ ^ /i  f . ' 

Name  'T  Title:  St^ 

Phone/Ext  ^ 7‘77^irtail  ‘7*T'z-  0'7J"7  o c^r_  /> 


tvVW 


Role  in  Project: 
Referrals: 

I 


Industry  (User  Interviews  Only): 

□ Discrete  Mfg. 

□ Process^fg. 

□ Transportation 

□ Utilities 

□ Telecommunications 

□ Retail 


□ Wholesale 

□ Banking/Finance 

□ Insurance 

□ Medical 

□ Services 

□ Education 


□ Federal  Government 

□ State  & Local  Government 

□ Other  Industry 

□ Consumer/Home 

□ Cross-Industry 


CYNDCl  User  Questionnaire,  29  dec  00 


Page  1 of  5 


Confidential  — INPUT 


CYNDCl 


Introduction 


Questionnaire  No. 


The  purpose  of  this  survey  is  to  determine  how  customer  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  customer  attitudes  and  preferences  in 
regard  to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualification 


1 . Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 


Collect  related  demographics 


c 


g 


2.  What  is  your  role? 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 


V 


Comment 

B.  Priority  Questions 


Comment 


/- 


To  what  extent  are  you  inclined  to  outsource  based  on  a need  to  reduce  70ur 
and/or  headcount? 


Comments 


/AtC 


i/3  Q-  A 

6.  How  do  you  determine  which  outsourcing  vendors  to  invite  to  hid?  ^ > a ^ 


<\r^ 


J Comments 


y 


CYfJpCl  User  Questionnaire,  29  dec  00 


Page  2 of  5 


Confidential  — INPUT 


X 


CYNDCl 


s 


A 

y 


Questionnaire  No.<^V 


! was 


7.  How  receptive  would  you  be  to  a bid  from  an  outsourcing  vendor  whose  experience 

almost  entirely  in  the  federal  sector?  y _ _ /<,///^ 

<-Vs.  • — ZJ  (LuJi 


vvo-*- 

8.  How  important  is  the  outsourcer’  ability  to  attract  and  acquire  your  targeted  staff  (as  part  of  a 

proposed  comrag)?  ^ f J/  ^ <^yWl  ^ (r^'^  (/fry-U>^ — ^ 

C/O 


hy-'A  ‘vviyt 


c^vx 


/ 


,/!/ 


What  important  changes  do  you  see  at  work  in  th^  (Outsourcing  market  today^ 


^ A /W 


OAr-yjJJi 

10.  Which  type  of  outsourcing  fits  best  your  company’s  needs?  (ana  why) 


C.  Additional  Questions 


4^ 

1 1 . How  is^utsourcing  affecting  your  industry?  (Effect  on  growth?  Profitability?)  ■ — 


12.  How  has  your  attitude  toward  IT  outsourcing  changed  over  the  past  year?  ^ / / /vf 


-y 
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13.  Are  you  as  attracted  by  outsourcing  entire  business  processes  as  by  offloading  commodity 
transaction  processing? 


14.  Have  you  computed  the  contribution  made  by  outsourcing  to  your  company’s  overall 
profitability?  (To  cost-reduction  of  IT  depart^ 


Comment 


15.  Do  you  prefer  longer  or  shorter  contract  durations?  (Why?) 
Comment  


16.  Have  you  in  mind  a ranking  regarding  which  types  o^  outsourcing  are  the  most  costly? 
(Reasons?) 

Comment 


^-1 

iju  — 

17.  In  relation  to  outsourcing,  how  sensitiv^are  yoi/f  to  the  issue  of  control,  in  general,  and 
control  of  proprietary  data  in  particular? 


Comment 
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18.  How  strong  is  your  relationship  with  incumbent  outsourcers?  (Probability  of  sole-sourcing 
new  contracts?) 

Comment 


19.  To  what  extent,  if  any,  have  union  relations  affected  your  desire  or  ability  to  outsource? 
Comment 


20.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment 


As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title; 

Phone  #:  

Email  Address: 


Thank  you  for  your  time  and  consideration. 
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□ User  □ On-Site 

□ Other  □ Mail 


CONFIDENTIAL 


Project  Code/Catalog  No.  □□!□□□!□□□□ 


Company: 

Address: 


City/State: 

Zip: 

Telephone: 


/vy 


Interviewer  Initials 
Interview  Date. 
QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 
Company  Type: 
Annual  Revenue: 
# Employees: 
Total  IS  Budget: 
Total  # IS  Staff: 


□ □□ 
□ □□ 
□ □ 


Industry  (User  Interviews  Only): 

□ Discrete  Mfg. 

□ Process  Mfg. 

□ Transportation 

□ Utilities 

□ Telecommunications 

□ Retail 


□ Wholesale 

□ Banking/Finance 

□ Insurance 

□ Medical 

□ Services 

□ Education 


□ Federal  Government 

□ State  & Local  Government 

□ Other  Industry 

□ Consumer/Flome 

□ Cross-Industry 
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Introduction 

The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  QualiRcation 

1.  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 


Collect  related  demographics 


G 


2.  What  is  your  role? 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 


3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  market. 


Comment 


"7  0^ 


B.  Priority  Questions 

4.  In  which  vertical  industries  to  you  see  the  best  growth  potential  for  IT  outsourcing? 
Comment 


I— 

of 
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■ ^^'''WV 

5 Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket” 
toward  more  commodity  transaction  processing?  /s'outo  ‘<- 


Comments 


C-*V> 


Cy-Try^w/  v/~  (/^''C\^  <-  '■ — 


/^VT^ 


/u^  s^, 


r'«-W/  . I «'V-'  ->-W  . o^.r  . , . 

I ( 

6.  How  would  you  categorize  the  most  important  barrier  to  entering  a new  market,  financial? 

Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 

Comments 

^ f '^/V-3  /Ay\OL^C^  {/ 

f ^ /^(/ V-€  C^'V'^  <yv^ 


7.  To  what  extent  is  c6st  or  availabill'ty  of  capital  a constraint  in  bidding  for  neyv  omsourcmg 
business? 


Comment 


8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 


Comment 


' ^)'V^  ^Yl/^  6rvy^zv,c/^ 


9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 

Za  > -T^yi  
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 


1 1 .  What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 


Ojrv^-fT^ 


/ / 

12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 

over  time?  ^ 


over  time  ( 

cju^  : yl 

^ 5^4A’  ^ ''  ^ 


13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with 
outsourcing  contracts?  (Federal  vs  commercial?) 


- fc^  f * ^yA'v^ 


winning  new 


14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 


outsourcing  deals?  (Strategy?) 


15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 
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Comment 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 


17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comment 


18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment 


19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 

Comment 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comment 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  

Phone  #:  

Email  Address: 


Thank  you  for  your  time  and  consideration. 
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Vendor 
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User 
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On-Site 

□ 

Other 

□ 

Mail 

Company: 

Address: 


0^ 


City/State: 

Zip: 

Telephone: 
Fax  #: 

\N\N\N 


^espondent(s):  ^ 

Name  Ujui 


Project  Code/Catalog  No.  □□!□□□!□□□□ 


Interviewer  Initials 
Interview  Date. 

QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 
Company  Type: 
Annual  Revenue: 
# Employees: 
Total  IS  Budget: 
Total  # IS  Staff: 


□ □□ 
□ □□ 
□ □ 


S Title:  \f/^^ 


Phone/Ext. 
Role  in  Project: 


Email 


Referrals: 


Industry  (User  Interviews  Only): 
□ Discrete  Mfg. 

□ Wholesale 

□ Federal  Government 

□ Process  Mfg. 

□ Banking/Finance 

□ State  & Local  Government 

□ Transportation 

□ Insurance 

□ Other  Industry 

□ Utilities 

□ Medical 

□ Consumer/Home 

□ Telecommunications 

□ Services 

□ Cross-Industry 

□ Retail 

□ Education 
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Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 


You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey.  . . 

. R ■ ■ ,o  rr  ••  ' 

A.  Recipient  Qualification  ^ . 

1.  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 


Collect  related  demographics 

2.  What  is  your  role?  ^ yVlT^  - 

^ ju-  fC  d~  I 

indicate  the  nature  or  your  experience  with  outsourcing  (iT  or  otherwise). J 

Comment Q<^  Y ‘ ^ C ^ ^ ^ 


3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  market. 

Comment  ^ \/>U,b  - { (,  ^ r rjy 

fj  ^ ^ ./I  thD 


B.  Priority  Questions 


Y>cj^  jlnJ-  yy  (hP  , 


Ccv\/^ 


4.  In  which  vertical  industries  to  you  see  the  best  growth  potential  for  IT  outsourcing^  ^ 

Comment  ''  _ f 
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(/// 


W(/ir^  ^ it  ^ 


S cJ 


V 


-rcuryZJTTZCCrC^  ^ 

' /CSZ\_3 

/^eA+/f  /^(i_  / (yiprX^ 

CYNDCl  Vendor  Questionnaire,  02  Jan  01  Page  2 of  6 Confidential  — 


IPUT 


{cvy<^ 


/M 


UJ 


5/^  A 

,47^ /-^-y^- 


c 


CYNDCl 


(Jr^, 


Questionnaire  No. 


5 Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket” 
toward  more  commodity  transaction  processing?  w-C- 


Comments  Jr 


0^  ) tyt-o*<xS^ 


^ y\  MO 

' ■ ) dr  ■ 


uJArV^C^  CfC^  iX  ^ 

6.  How  would  you  categorize  the  most  important  barrier  to  Entering  a hew  market,  financial? 
Technical?  Marketing?  Organization?  Staffing?  Management?  Other?  , • 

cy>.  /-w.  Zh^- 
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Comments 


A.  kZl.  JO-y  (^C///Aoo 


7.  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new  outsourcing 
business?  ' . rx 

Co^nem  ^ V ^ 


i — /4<;/  CpXAyi 


8.  What  important  changes  do  you  see  at  work  in  the 

comment:  3 1 

Crwyic^. 


outsourcing  market  todayT  _ / 
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9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 
Comments 
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 

Comments  / /i  J /i  / / 

cC  ^ Cr\r^  'j->,  ^ 


1 1 .  What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 


13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federal  vs  commercial?) 


14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 
outsourcing  deals?  (Strategy?) 


15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 
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17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT?  . 

Comment 

J>-cK-  ^ 

18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment 


19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 

Comment 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comment 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  

Phone  #;  

Email  Address: 


Thank  you  for  your  time  and  consideration. 
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Type  of  Interview: 


Questionnaire  No 


CONFIDENTIAL 


Printed:  01/18/01 


□ 

Vendor 

□ 

Telephone 

□ 

User 

□ 

On-Site 

□ 

Other 

□ 

Mail 

Company: 

Address: 


City/State: 

Zip: 

Telephone: 
Fax  #: 

WWW 


7^ 


Project  Code/Catalog  No.  □□!□□□!□□□□ 


Interviewer  Initials 
Interview  Date. 
QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 
Company  Type: 
Annual  Revenue: 
# Employees: 
Total  IS  Budget: 
Total  # IS  Staff: 


□ □□ 
□ □□ 
□ □ 


»*espondent(s): 

Name 

Phone/Ext.  f >trO 

Role  in  Project: 


Referrals: 


itie-  'Z  ^ C^nAA  ytn  K/{M 


Title: . 
Email 


Industry  (User  Interviews  Only): 


□ .Discrete  Mfg. 

□ Wholesale 

□ Federal  Government 

' □ Prodfess  Mfg. 

□ Banking/Finance 

□ State  & Local  Government 

□ Transportation 

□ Insurance 

□ Other  Industry 

□ Utilities 

□ Medical 

□ Consumer/Home 

□ Telecommunications 

□ Services 

□ Cross-Industry 

□ Retail 

□ Education 

CYNDCl 


Vendor  Questionnaire,  02  Jan  0 1 


Page  1 of  5 


Confidential  — INPUT 


CYNDCl 


Questionnaire  No. 


Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualification 

1.  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 
outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 

Collect  related  demographics 

2.  What  is  your  role? 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Comment 


3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  market. 

Comment 


B.  Priority  Questions 

4.  In  which  vertical  industries  to  you  see  the  best  growth  potential  for  IT  outsourcing? 
Comment 
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5 Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket” 
toward  more  commodity  transaction  processing? 

Comments 


6.  How  would  you  categorize  the  most  important  barrier  to  entering  a new  market,  financial? 
Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 

Comments 


7.  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new  outsourcing 
business? 

Comment 

C 

8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

Comment: 


9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 
Comments 
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Comments 


11.  What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 


13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federal  vs  commercial?) 


14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 
outsourcing  deals?  (Strategy?) 


15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 
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Comment 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 


17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comment 


18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment 


19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 

Comment 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comment 


CYNDCl  Vendor  Questionnaire,  02  Jan  01 


Page  5 of  6 


Confidential  — INPUT 


CYNDCl 


Questionnaire  No. 

As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  

Phone  #;  

Email  Address: 


Thank  you  for  your  time  and  consideration. 
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Printed:  01/26/01 


^ INPUT  Questionnaire 

Type  of  Interview: 

□ Vendor  □ Telephone 

□ User  □ On-Site 

□ Other  □ Mail 

Company:  Unisys 

Address:  Federal  Government  Group. 


City/State:  McLean,  VA 

Zip:  22102 

Telephone:  (703)  556-5522, 

Fax  #:  

WWW 


Project  Code/Catalog  No.  □□!□□□!□□□□ 


Interviewer  Initials 
Interview  Date. 
QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 
Company  Type: 
Annual  Revenue: 
# Employees: 
Total  IS  Budget: 
Total  # IS  Staff: 


□□□ 
□ □□ 
□ □ 


S^spondent(s): 

Name  George  Wendt Title:  Manger 

Phone/Ext.  (703)  556-5522 Email  george.wendt@unisys.com 

Role  in  Project:  

Referrals: 


Industry  (User  Interviews  Only): 
□ Discrete  Mfg. 

□ Wholesale 

□ 

Federal  Government 

□ Process  Mfg. 

□ Banking/Finance 

□ 

State  & Local  Government 

□ Transportation 

□ Insurance 

□ 

Other  Industry 

□ Utilities 

□ Medical 

□ 

Consumer/Home 

□ Telecommunications 

□ Services 

□ 

Cross-Industry 

□ Retail 

□ Education 
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Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualification 

1.  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 

Yes 

Collect  related  demographics 


2.  What  is  your  role?  Manager  Market  Development  & Planning 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Comment  Leading  provider  of  outsourcing  to  both  commercial  and  public  sector 
marketplace 


3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  market. 
Comment  Approx  10% 


B.  Priority  Questions 

4.  In  which  vertical  industries  to  you  see  the  best  growth  potential  for  IT  outsourcing? 
Comment  Public  Sector 
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5 Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket” 
toward  more  commodity  transaction  processing? 

Comments  Moving  upmarket,  we  are  however  a full  service  provider 


6.  How  would  you  categorize  the  most  important  barrier  to  entering  a new  market,  financial? 
Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 

Comments  Federal  A-76  plans  ply  an  important  role  in  outsourcing.  Staffing  and 
Marketing  are  also  significant  barriers 


7.  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new  outsourcing 
business? 

Comment 

Bid  activity/capital  is  based  on  priority  of  outsourcing  bid  


8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

Comment: 

In  federal  marketplace  we  feel  outsourcing  will  play  a significant  role,  s government 
is  being  downsized  and  asked  to  do  more  with  less.  A-76  issue  and  unions  need  to 
be  addressed  


9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 
Comments 

Data  Center,  Infrastructure  and  transaction 
processing 
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 

Comments 

Data  Center  and 

Infrastructure  


1 1 .  What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 

Based  on  contract  type  and  requirements 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 

Yes  


13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federal  vs  commercial?) 

Some  Federal  bid/sales  expenses  are  much  lower  than  commercial 


14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 
outsourcing  deals?  (Strategy?) 

No 
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15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 


Comment  N/A 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 

Comment  We  are  actively  involved  in  both  commercial  and  federal  outsourcing 

17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 

Comment  Skills  drain,  and  downsizing  are  two  key  issues 


18.  To  what  extent  does,  or  should,  company  size  (based  on  armual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment  Past  performance  should  be  more  important  than  company  size 


19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 

Comment 

In  federal  marketplace,  control  is  very  important  issue 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comment 

Bundled  
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  George  Wendt 

Phone  #:  (703)  556-5522  

Email  Address:  George.Wendt@Unisys.com 


Thank  you  for  your  time  and  consideration. 
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Printed:  01/23/01 


CONFIDENTIAL 


INPUT  Questionnaire 

Type  of  Interview; 

□ Vendor  □ Telephony  Interviewer  Initials 

□ User  □ On-Site  interview  Date. 

QC  Initials 


□ Other  □ Mail 


Company: 

Address; 


! 


/ P 


n 
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Project  Code/Catalog  No.  □□!□□□!□□□□ 

□ □□ 

□ □□ 

□ □ 


C Date 

/" 

Data  Entry  Initials 


City/State: 

Zip: 

Telephone: 
Fax  #; 

WWW 


Data  Entry  Date 
Company  Type: 
Annual  Revenue: 
# Employees: 
Total  IS  Budget: 
Total  # IS  Staff: 


<espondent(s): 

Name  ^ ^ 


Phone/Ext. 
Role  in  Project: 


Title:  (/ (^ (Ai  . 

Email  r . 


Referrals: 


Industry  (User  Interviews  Only): 

□ Discrete  Mfg. 

□ Process  Mfg. 

□ Transportation 

□ Utilities 

□ Telecommunications 

□ Retail 


□ Wholesale 

□ Banking/Finance 

□ Insurance 

□ Medical 

□ Services 

□ Education 


□ Federal  Government 

□ State  & Local  Government 

□ Other  Industry 

□ Consumer/Home 

□ Cross-Industry 
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Introduction 


1/^ 


Questionnaire  No. 


^ < 

The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualiflcation 


1 . Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 


os 


^ / outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 

cirsij\ 

Collect  related  dej^aphics  r- f ^ ^ ^ 

2.  What  IS  your  role?^^  (pU^  - dfSo^N 


3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 


B. 


' Questions 


4.  In  which  vertical  industries  to  you  see  the  best  growth  potential  for  IT  outsourcing  V , 

^ 4<rfj . 

r/^Pf  / 
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Is  your  business  mjpving  “uilmarket^  toward  en 
toward  more  commodity  transaction  processing? 


Comments 


lusiness  processes  or  “downmarket 


CA/fi  f ! cjjf  (Tg> 


/ 


6.  How  would  you  categorize  the  mc/st  important  barrier  to  entering  a new  market,  financial? 

Technical?  Marketing?  Organization?  Staffing?  Management?  Other?^  . (7~ 


7.  To  what  e 
business? 


Comment 


of  capital  axonstraint  irfbiaaing  for  new  outsourcing 

/'\sy\J 


y/  T'  / ^ fX/C  /* ^ 


work  in  the  outsourcing  market  todav?  *1  ^ 


8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

comment:  ,/  , 

/^>-<j  t^\s-^J/i^  ^4r^,  \ 


■AorcTy 

.‘70/-<«' 


7 ' 

9.  Top  down, 


0 


.p- 


Comments 


s ^outsourciiQ^canwu^do^rnost  pro/ita^ly/?^ea^ira^)  /^s  \ 


cilp^)J^hA^  ^rvirvK-?-^  A' 


y)'^ 


VT^ 
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 


Comments 


1 1 . What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 


^ \luL^ 


yifi  /y[a- 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 


over  time  I ^ 

r -^ ^ -iTTr^LfL  /'<^Y 


13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  new  . ^ 
outsourcing  contracts?  (Federal  vs  commercial?)  IcnrU-J^ 

A Cfv^  X ^ <^6  S hc^  \ 

i/^"“  A/iTW-^  -/-o  ^ 

^ 2 - ^ CyjtAji 

14.  Has  inability  to  absorb  staff  transfers  from  cusromers  impeded  your  ability  to  close 
outsourcing  deals?  (Strategy?) 

/a^  tJ-  <-V  —/f^  ^ 


,v.w£^^ 

A^' 

15.  What  is  your  policy  roward  dealing  with  unions?  (How  important?) 
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Comment 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 


17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comment 


18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment 


19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 


Comment 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 


Comment 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  

Phone  #:  

Email  Address:  
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Questionnaire  No.  #18 

Printed:  02/02/01 


INPUT  Questionnaire 

Type  of  Interview: 

XD  V^ndOT'O  Telephone 

□ User  oXon-Site 

□ Other  Xa]  Mail 

Company:  i,  CompayComputer  Corp 

Address:  OorDp^  Global  Services 

40  Old  Bolton  Road 


City/State: 

Zip: 

Telephone: 

Fax#: 

^WW 


Stow,  Mass 

0 1 775 

contact:  Debbie  Botos  (978) 
496-8521 

Debbie  Botos  978  496-9436. 

Debbie.Botos@compaq.com 


Project  Code/Catalog  No.  □□!□□□!□□□□ 
Interviewer  Initials  □□□ 

Interview  Date. 

QC  Initials  □□□ 

QC  Date 

Data  Entry  Initials  □□ 

Data  Entry  Date 

Company  Type:  computer  products  & services_ 

Annual  Revenue:  $42  B ^ 

# Employees:  

Total  IS  Budget:  

Total  # IS  Staff: 


Respondent(s): 

Name  Joe  Hogan Title: Director  of  Solutions  Development, 

FutureSourcing 

Phone/Ext.  978  496-8269 

Email  _Joe.Hogan@compaq.com 

Role  in  Project:  


Referrals: 


Industry  (User  Interviews  Only): 
XO  Discrete  Mfg. 

□ Wholesale 

□ 

Federal  Government 

□ Process  Mfg. 

□ Banking/Finance 

□ 

State  & Local  Government 

□ Transportation 

□ Insurance 

□ 

Other  Industry 

□ Utilities 

□ Medical 

□ 

Consumer/Home 

1 Telecommunications 

XGServices 

□ 

Cross- Industry 

□ Retail 

□ Education 
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Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualification 

1 . Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 

Yes 

Collect  related  demographics 


2.  What  is  your  role?  Development  of  the  outsourcing  offerings  for  Compaq  Global 
Services 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Comment:  20  years  in  the  business  selling,  delivering  and  building  different 
approaches 

Compaq  Global  Services  has  been  providing  outsourcing  services  since  the 
late  1980’s. 

3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  market. 

Comment From  an  outsourcing  perspective,  very  little  of  our 

business  is  in  the  US  Federal 

Market 


B.  Priority  Questions 

4.  In  which  vertical  industries  to  you  see  the  best  growth  potential  for  IT  outsourcing? 
Comment:  Telecom,  Financial,  Mfg,  and  Retail/Distribution 
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5 Is  your  business  moving  “upmarkef  ’ toward  entire  business  processes  or  “downmarkef  ’ 
toward  more  commodity  transaction  processing? 

Comments:  We  are  moving  up-market  to  become  a virtual  support  function  to 
the  CIO. 


6.  How  would  you  categorize  the  most  important  barrier  to  entering  a new  market,  financial? 
Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 

Comments:  Developing  and  delivering  a creditable  value  proposition  that  the 
clients  in  the  new  market  will  buy. 


7.  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new  outsourcing 
business? 

Comment:  These  factors  are  minimal  constraints  if  the  outsourcer  has  both  the 
delivery  infrastructure  and  resources  to  leverage. 


8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

Comment:  The  role  of  the  CIO  and  technology  as  it  relates  to  business  success 
or  failure  has  increased  in  importance.  As  a result  the  need  to  buy  sourcing 
solutions  based  on  results  is  becoming  the  norm. 

9.  Top  dovm,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 

Comments:  (1)  Full  IT  and  Process  Outsourcing  - ability  and  expertise  to 
manage  to  the  clients  desired  business  results.  (2)  “Next  Generation  Mgmt” 
Infrastructure  - ability  to  manage  the  risk  of  transition  to  the  clients  desired 
state.  (3)  eWorkpiace  (asset  mgmt)  - the  management  of  all  change,  moves, 
adds  around  network  access  devices  such  as:  desktop,  PDA,  messaging  and 
enterprise  help  desk  support. 

REASON;  expertise,  process  and  methodologies  that  can  provide  the  desired 
consistent  office  environment  required  by  the  client  to  perform  their  business 
offerings  is  situated  in  a highly  competitive  market.  (4)  Customer  Care 
(Enterprise  Help  Desk) 

REASON;  specific  helpdesk  support  (level  1)  is  focused  usually  on  cost 
reduction  for  the  client.  The  market  is  a highly  competitive  market  when  the 
offering  is  transitioned  to  an  enterprise  approach  integrating  requirements  for 
multi-language,  application  and  international  support  the  value  to  both  the 
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client  and  the  sourcer  increase.  (5)  Private  Storage  Utility  and  Business 
Continuity 

REASON:  This  offering  provides  the  integrated  support  of  both  product  and 
services  to  secure  the  valuable  information  of  our  clients. 

C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Comments : Information  technology  sourcing 


1 1 .  What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 

Compaq  has  disciplined  approaches  to  pricing. 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 

Yes 

13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  wirming  new 
outsourcing  contracts?  (Federal  vs  commercial?) 

Minimal 


14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 
outsourcing  deals?  (Strategy?) 

No  it  has  not 


15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 


Comment:  We  are  open  depending  on  the  opportunity,  the  legal  constraints  of 
the  client/labor  relationship  and  the  geography. 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
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What  would  you  need  to  do  to  become  ready? 


Comment:  We  already  do  this  and  have  many  reference-able  clients. 

17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 

Comment:  They  are  considering  the  strategic  nature  of  its  ability  to  impact 
business  results  quickly. 

18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment:  Company  size  cannot  be  limited  universally  to  revenue,  this 
criterion  is  sensitive  to  other  key  factors  such  as  industry,  business  model 
and  services  or  goods  provided. 

19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 

and  control  of  proprietary  data  in  particular? 

Comment:  Control  of  proprietary  data  is  a trust  some  of  our  clients  place  with 
us.  It  must  be  treated  as  such. 

20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 

Comment:  It  depends  on  the  nature  of  the  business  arrangement.  Unbundled 
services  are  typically  provided  in  the  Govt.  Market  or  for  services  which  are 
highly  competitive  and  basic  i.e.,  help  desk  out-tasking,  etc. 


As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title:  Joe  Hogan,  Director  of  Global  Solutions  Development 

Phone#:  978-496-8269 

Email  Address:  Joe.Hogan@compaq.com 


Thank  you  for  your  time  and  consideration. 
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INPUT  Questionnaire 

Type  of  Interview: 

XD  Vendor  □ Telephone 

□ User  □ On-Site 

□ Other  XO  Mail 

Company:  Compaq  Computer  Corp 

Address:  Compaq  Global  Services 

40  Old  Bolton  Road 


City/State: 

Zip: 

Telephone: 

Fax  #: 
wWW 


Stow,  Mass 

0 1 775 

contact:  Debbie  Botos  (978) 
496-8521 

Debbie  Botos  978  496-9436 

Debbie.Botos@compaq.com 


Project  Code/Catalog  No.  □□!□□□!□□□□ 
Interviewer  Initials  □□□ 

Interview  Date. 

QC  Initials  □□□ 

QC  Date 

Data  Entry  Initials  □□ 

Data  Entry  Date 

Company  Type:  computer  products  & services_ 

Annual  Revenue:  $42  B 

# Employees:  

Total  IS  Budget:  

Total  # IS  Staff:  


Respondent(s): 

Name  Joe  Hogan Title: Director  of  Solutions  Development, 

FutureSourcing 

Phone/Ext.  978  496-8269 

Email  _Joe.Hogan@compaq.com 

Role  in  Project:  


Referrals: 


Industry  (User  Interviews  Only): 
XD  Discrete  Mfg. 

□ Process  Mfg. 

□ Transportation 

□ Utilities 

T elecommunications 
^ Retail 


□ Wholesale 

□ Banking/Finance 

□ Insurance 

□ Medical 
XOServices 

□ Education 


□ Federal  Government 

□ State  & Local  Government 

□ Other  Industry 

□ Consumer/Home 

□ Cross-Industry 
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Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualification 

1 . Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 

Yes 

Collect  related  demographics 


2.  What  is  your  role?  Development  of  the  outsourcing  offerings  for  Compaq  Global 
Services 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

Comment:  20  years  in  the  business  selling,  delivering  and  building  different 
approaches 

Compaq  Global  Services  has  been  providing  outsourcing  services  since  the 
late  1980’s. 

3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  market. 

Comment From  an  outsourcing  perspective,  very  little  of  our 

business  is  in  the  US  Federal 

Ma  rket 


B.  Priority  Questions 

4.  In  which  vertical  industries  to  you  see  the  best  growth  potential  for  IT  outsourcing? 
Comment:  Telecom,  Financial,  Mfg,  and  Retail/Distribution 
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5 Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket” 
toward  more  commodity  transaction  processing? 

Comments;  We  are  moving  up-market  to  become  a virtual  support  function  to 
the  CIO. 


6.  How  would  you  categorize  the  most  important  barrier  to  entering  a new  market,  financial? 
Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 

Comments:  Developing  and  delivering  a creditable  value  proposition  that  the 
clients  in  the  new  market  will  buy. 

7.  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new  outsourcing 
business? 

Comment:  These  factors  are  minimal  constraints  if  the  outsourcer  has  both  the 
delivery  infrastructure  and  resources  to  leverage. 


8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

Comment:  The  role  of  the  CIO  and  technology  as  it  relates  to  business  success 
or  failure  has  increased  in  importance.  As  a result  the  need  to  buy  sourcing 
solutions  based  on  results  is  becoming  the  norm. 

9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 

Comments:  (1)  Full  IT  and  Process  Outsourcing  - ability  and  expertise  to 
manage  to  the  clients  desired  business  results.  (2)  “Next  Generation  Mgmt” 
Infrastructure  - ability  to  manage  the  risk  of  transition  to  the  clients  desired 
state.  (3)  eWorkplace  (asset  mgmt)  - the  management  of  all  change,  moves, 
adds  around  network  access  devices  such  as:  desktop,  PDA,  messaging  and 
enterprise  help  desk  support. 

REASON:  expertise,  process  and  methodologies  that  can  provide  the  desired 
consistent  office  environment  required  by  the  client  to  perform  their  business 
offerings  is  situated  in  a highly  competitive  market.  (4)  Customer  Care 
(Enterprise  Help  Desk) 

REASON:  specific  helpdesk  support  (level  1)  is  focused  usually  on  cost 
reduction  for  the  client.  The  market  is  a highly  competitive  market  when  the 
offering  is  transitioned  to  an  enterprise  approach  integrating  requirements  for 
multi-language,  application  and  international  support  the  value  to  both  the 
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client  and  the  sourcer  increase.  (5)  Private  Storage  Utility  and  Business 
Continuity 

REASON:  This  offering  provides  the  integrated  support  of  both  product  and 
services  to  secure  the  valuable  information  of  our  clients. 

C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Comments : Information  technology  sourcing 


1 1 .  What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 

Compaq  has  disciplined  approaches  to  pricing. 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 

Yes 

13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federal  vs  commercial?) 

Minimal 


14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 
outsourcing  deals?  (Strategy?) 

No  it  has  not 


15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 

Comment:  We  are  open  depending  on  the  opportunity,  the  legal  constraints  of 
the  client/labor  relationship  and  the  geography. 

16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 


N CYNDCl  Compl  surv  quest  from  Compaq,  #18,  30  jan  01  ANPage  5 of  6 


Confidential  — INPUT 


CYNDCl 


Questionnaire  No. 


What  would  you  need  to  do  to  become  ready? 


Comment:  We  already  do  this  and  have  many  reference-able  clients. 

17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 

Comment:  They  are  considering  the  strategic  nature  of  its  ability  to  impact 
business  results  quickly. 

18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment:  Company  size  cannot  be  limited  universally  to  revenue,  this 
criterion  is  sensitive  to  other  key  factors  such  as  industry,  business  model 
and  services  or  goods  provided. 

19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 

and  control  of  proprietary  data  in  particular? 

Comment:  Control  of  proprietary  data  is  a trust  some  of  our  clients  place  with 
us.  It  must  be  treated  as  such. 

20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 

Comment:  It  depends  on  the  nature  of  the  business  arrangement.  Unbundled 
services  are  typically  provided  in  the  Govt.  Market  or  for  services  which  are 
highly  competitive  and  basic  i.e.,  help  desk  out-tasking,  etc. 


As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title;  Joe  Hogan,  Director  of  Global  Solutions  Development 

Phone#:  978-496-8269 

Email  Address:  Joe.Hogan@compaq.com 


Thank  you  for  your  time  and  consideration. 
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Printed:  01/30/01 


INPUT  Questionnaire 

Type  of  Interview: 

□ Vendor  □ Telephone 

□ User  □ On-Site 

□ Other  □ Mail 
Company: 

Address: 


City/State: 

Zip;  

Telephone:  

Fax  #:  

WWW 

^espondent(s):  . 

Name  7 


Project  Code/Catalog  No.  □□!□□□!□□□□ 


Interviewer  Initials 
Interview  Date. 

QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 
Company  Type: 
Annual  Revenue: 
# Employees: 
Total  IS  Budget: 
Total  # IS  Staff: 


□□□ 
□ □□ 
□ □ 


^ 6 J 


<^f 


Phone/Ext. 

Role  in  Project:  


Title: . 
Email 


Referrals: 


Industry  (User  Interviews  Only): 


Discrete  Mfg. 

□ Wholesale 

□ Federal  Government 

Process  Mfg. 

□ Banking/Finance 

□ State  & Local  Government 

Transportation 

□ Insurance 

□ Other  Industry 

Utilities 

□ Medical 

□ Consumer/Home 

Telecommunications 

□ Services 

□ Cross-Industry 

Retail 

□ Education 

CYNDCl  Vendor  Questionnaire,  02  Jan  01 


Page  1 of  5 


Confidential  — INPUT 


A 


4t‘ 

k 


CYNDCl 


Questionnaire  No. 


Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 

A.  Recipient  Qualification 

1 . Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT  6 ' 
outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 


Collect  related  demo^phic^^^ 

X I . .0 " / 


]'/ 
V - 


4' 


2.  What  1^ your  toXel  ~ y\:l 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise).  / 

^ 

Comment  ^ ^ t.s/t X/ 


J 

I// 


3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  market 

Comment  ^ 


Priority  Questions 


yC  aj  In  which  vertical  industries  do  you  see  the  best  growth  potential  for  IT  outsourcing?  . / A 

\/:f  (D  » CD  ^ I 

<''•  ! Comment_ 

fsP  . <- / . 

c/e.^ 

^ ' <Pv^(2r^AA.  C J ^ , 

C.,CL^  ^ <[c:e,r] 


CYNDCl  Vendor  Questionnaire,  02  Jan  01 

- y\/^  0<AA^  ' 


Page  2 or6  — J . g q Confidential  — WAPMT  / 


^ c 


4 


^r 

v> 

1 


7 , 

^ <-7^  / , ^ ^ 

rJltj  Aj(^  _ A t^rvtAT^ 

y^- 


l/tt  ^^''C^tAlry/ 

^ /(WV^A^  '"■)  c/n^-^  unJ^^ 


^ ^ <1  


CYNDCl 


4\ 


5 Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket” 
toward  more  commodity  transaction  processing? 

Comments 


6.  How  would  you  categorize  the  most  important  barrier  to  entering  a new  market,  financial? 

y^' 

W'TfV' 


Technical?  Marketing?  Organization?  Staffing?  Management?  Other?  / 

^ ?— 


Comments  ,.,/•?  fy~-ry^  f^/  ^ f^-v  Ua^  ' 


1.  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new  outsourcing 

^ ^ ^ 

Comment  -.•/✓/  ‘ / 5" 

f'  CS — ^ <S*\^  d07^^.'<y~  fhcf 

‘ y t> 


uommeni 


-)  Co  /^5VWv< lA^ 
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8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  ioddc^AoSJ  a 


-)  /s/ 

Comment 


9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 
Comments 
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Comments 


1 1 . What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 


o 


.(A.VW  C'J/yJ'fZ.  . *' 


<v~ 


A/y^ 


13.  How 


Wdensome  are  the  overall  sales  & marketing  costs  associated  with  wiiminj 


marketing 

outsourcing  contracts?  (Federal  vs  commercial?) 


wiiming  new 


>^rvr  ~^yCe^  Av-t^i oy  *7^  c 


^ /ylyzS> 

14.  Has  inability  to  absorb  staff  transferss&em  customers  impeded  your  ability  to  close 


new 


outsourcing  deals?  (Strategy?) 


Cy\ryy^ 


cy^ir? 


(TW^  /o  (/W-^-^ 


Vtf 


15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 
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Comment 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 


17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comment  


18.  To  what  extent  does,  or  should,  company  size  (based  on  aimual  revenues)  influence  a«^fy^ 
decision  regarding  whether  to  outsource? 


Comment 


uii  amium  icvciiucs;  iiiiiuciu;c  ^ f 


(/  / 


).  InTelation  to  outsourcing,  how  sensiti 


Caa^  ( 


19.  In 'delation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 


Comment 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comment 
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Questionnaire  No.  ^ 


Printed:  01/30/01 


INPUT  Questionnaire 

Type  of  Interview:  1) 

□ Vendor  □ Telephone 

□ User  □ On-Site 

□ Other  □ Mail 


Project  Code/Catalog  No.  □□!□□□!□□□□ 


Company: 

Address: 


S/f' 


Ca~^/e  ^ ^ 


City/State:  

Zip:  

Telephone:  

Fax  #:  

WWW 

^ispondent(s):  . 

Name  I 

Phone/Ext  6 ^ C> 

Role  in  Project:  


Interviewer  Initials 
Interview  Date. 
QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 
Company  Type: 
Annual  Revenue: 
# Employees: 
Total  IS  Budget: 
Total  # IS  Staff: 


□ □□ 
□ □□ 
□ □ 


Title:  • . rr  f !/  ’ 

Email  5.t^  7V\v/v^  » ^ ^ 


v\ 


Referrals: 


^ 

tr~  7 ~ 


J. 


Industry  (User  Interviews  Only): 

□ Discrete  Mfg. 

□ Process  Mfg. 

□ Transportation 

□ Utilities 

□ Telecommunications 

□ Retail 


□ Wholesale 

□ Banking/Finance 

□ Insurance 

□ Medical 

□ Services 

□ Education 


y //  r 

□ Eederal-Oovernment  r J<, 

□ State  & Local  Government 

□ Other  Industry 

□ Consumer/Home 

□ Cross-Industry 
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Introduction 


Questionnaire  No. 


A ^ ^ ^ 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 


You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey.  . ^ 

■ — ^ O \ / <5—6/  (J  5 5' 

_^6,vv—  1 

0 

1.  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 


A.  Recipient  Qualification 


outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified  ^ ^ . 

person.)  . 

" O*^ 

— rr*  ..7  ' CVv/1  i/ 


Collect  related  demographics 

C\r^  o>r<^sio 


^2.  What  is  your  role? 

-'^'1  l^.'Uruv- 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing 


j.  riease  iiiuiccuc  liic  iicuuic  ui  j'uui  cApcirciicc  wuu  uyisuuj 

./  c<^  Aw- ^ 

CoWient 


. MM  ? ? ' /5/f-^ 

ing  (IT  or  otherwis^.Gf)^^^^^^  ' T)cr/^  ' 


~v 


3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  market. 

X -N 

Comment  .CD  % ''  ^ 


B.  Priority  Questions 

.vertical  ir 

dh 


(AfVd^^ 


0^ 


4.  In  which  vertical  industries  do  you  see  the  l^st  growth  potential  for  IT  outsourcing?  j L ^ [aKI 


Comment 
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D 


// 


5 Is  your  business  moving  “upmarket”  toward  entire  business  presses  or  “downmarket’ 
toward  more  commodity  transaction  processing? 

Comments  dS  "-)  ff  - ^ ^ Otfvr'vr-i^'-^ /0^  <f  (y-Jf 

Ct,r4y^,y-,Jy^^  , Q'^CTVv/^x^  6wv:^  - 

6.  How  would  you  categorize  the  most  important  barrier  to  entering  a new  market,  financial? 

Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 

Comment Ucvyk^  (A^r-h^ ' 

To  what  extent  is  cosror  avanlability  of  capital  a constraint  in  bidding  for  new  oihsour^g  ^ 


business? 


Comment 


^4v^ 


OC---.JXr,  /-W-'uT  <VtwZ_  ^Sc-^c-C 

8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

xvfyx^^  6 S' 

9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reas^s?) 


<>  / 


^ ( trv\. 


ir^ 


CXTyvJ 


-T>6J^  o.»^  I <9^4^f-<A 


“7 
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Questionnaire  No.  


C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 


Comments 


1 1 . What  process  do  you  use  for  computing  the  cost  of  contract  bidding? 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 


13.  How  bur^nsome  are  the 





now  Duraensome  are  me  ovejaii  sales  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federal  vs  commercial?) 

14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 
outsourcing  deals?  (Strategy?) 


15.  What  is  your  policy  to\tard  dealing  with  unions?  (How  important") 


0^ 
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Comment 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 


1 7.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comment  


18.  To  what  extent  does,  or  should,  company  size  (based  on  armual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment  


19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 

Comment 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comment 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information: 

Name/Title;  

Phone  #:  

Email  Address: 


Thank  you  for  your  time  and  consideration. 
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^ INPUT  Questionnaire 

Type  of  Interview: 

3^ Vendor  □ Telephone 

□ User  □ On-Site 

□ Other  □ Mail 

mi 


Fax  #: 
WWW 


Company: 

Address: 

[Hi 

City/State: 

Zip: 

Telephone: 


CONFIDENTIAL 


Questionnaire  No. 


Printed:  01/30/01 


Project  Code/Catalog  No. 
Interviewer  Initials 
Interview  Date. 

QC  Initials 
QC  Date 

Data  Entry  Initials 
Data  Entry  Date 
Company  Type: 

Annual  Revenue: 

# Employees: 

Total  IS  Budget: 

Total  # IS  Staff: 


□ □□ 
□ □□ 
□ □ 


^«jspondent(sT  /?  r y 

Name  A Title:  ^ . 

Phone/Ext.  6os~  -/0*r  V , Email  /Ta  ^ 

Role  in  Project:  ui  /_ 

Referrals: 


Industry  (User  Interviews  Only): 
□ Discrete  Mfg. 

□ Wholesale 

□ Federal  Government 

□ Process  Mfg. 

□ Banking/Finance 

□ State  & Local  Government 

□ Transportation 

□ Insurance 

□ Other  Industry 

□ Utilities 

□ Medical 

□ Consumer/Home 

□ Telecommunications 

□ Services 

□ Cross-Industry 

□ Retail 

□ Education 
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Introduction 


Questionnaire  No. 


4^^ 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


6\> 


nt  Qualification 

I 

person  who  is  best  able  to  describe  your  company’s  approach  to  IT  i 

' If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified.  4 


2.  What  is  your  role?  ^ T 

O e-J 


i ) 

/j  t (W^\ 


related  demographics 

;herwise). 

Comment  ^ X/tZX- — (atGuo  ^</^c  oC^/  Cf  J 

cW  ..  (yi4ry7  ^ yuJ^.  ^ 

^ 3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  market. 

Comment  


OS 

------  . . j3/^ 

3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). ' ^ ^ 


B.  Priority  Questions 

4.  In  which  vertical  industries  do  you  see  the  best  growth  potential  for  IT  outsourcing? 
Comment  ^ 


/^C 


) 
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Questionnaire  No. 

'T- 


5 Is  your  business  moving  “upmarket”  toward  entire^ business  processes  or  “downmarket’ 
toward  more  commodity  transaction  processing? 


Comments 


~ir,  TC^  TT^.  ^ /duwvA 


\ r "•  ~ f 

6.  How  wouldyou  categorize  the  most  important  barrier  to  entering  a new  market,  financial? 


Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 

A>0 


Comments 


ij  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new  outsourcing 
business? 


c 


Comment^  / 

Cr^  C<yy  i /^gu^ 


8.  What  important  changes  do  you  see 


outsSurcing  market  today? 


Comment: 

v>yv^/‘N<^ 


■r£_ 


9.  Top  down,  which  types  of  outsourcing  can  you  do  most  profitably?  (Reasons?) 
Comments 


pt-  /iaWI  7 v_y 
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C.  Additional  Questions 

10.  In  which  type  of  outsourcing  do  you  have  the  most  expertise  and  success?  (Future?) 
Comments 


1 1 .  What  proeess  do  you  use  for  computing  the  cost  of  contract  bidding? 


12.  Do  you  have  a dynamic  model  for  estimating  total  contract  profitability  as  changes  are  made 
over  time? 


13.  How  burdensome  are  the  overall  sales  & marketing  costs  associated  with  winning  new 
outsourcing  contracts?  (Federal  vs  commercial?) 


14.  Has  inability  to  absorb  staff  transfers  from  customers  impeded  your  ability  to  close  new 
outsourcing  deals?  (Strategy?) 


15.  What  is  your  policy  toward  dealing  with  unions?  (How  important?) 
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Comment 


16.  How  ready  is  your  organization  to  bid  on  contracts  in  the  federal  (or  commercial)  market? 
What  would  you  need  to  do  to  become  ready? 


Comment 


17.  What  changes  are  you  seeing  in  customer  motives  for  outsourcing  IT? 
Comment 


18.  To  what  extent  does,  or  should,  company  size  (based  on  annual  revenues)  influence  a 
decision  regarding  whether  to  outsource? 

Comment  


19.  In  relation  to  outsourcing,  how  sensitive  are  your  customers  to  the  issue  of  control,  in  general, 
and  control  of  proprietary  data  in  particular? 

Comment 


20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comment 
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As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information; 

Name/Title:  

Phone  #: 

Email  Address; 


Thank  you  for  your  time  and  consideration. 
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Printed:  iUMMUmm 


CONFIDENTIAL 


INPUT  Questionnaire 

Type  of  Interview: 

XO  Vendor  □ Telephone 

□ User  □ On-Site 

□ Other  □ Mail 

Company:  Perot  Systems  Corporation 

Address:  12404  Park  Central 

City/State:  Dallas,  TX 

Zip:  75251 

Telephone:  1-877-737-6973 

Fax  #:  972-340-6100 

WWW.perotsystems.com 


Project  Code/Catalog  No.  nninDDinDDD 
Interviewer  Initials  □□□ 

Interview  Date. 

QC  Initials  □□□ 

QC  Date 

Data  Entry  Initials  □□ 

Data  Entry  Date 

Company  Type:  Consulting  & Computer 
Services 

Annual  Revenue:  $1.1  billion 
# Employees:  7000 

Total  IS  Budget: 

Total  # IS  Staff:  


bspondent(s): 

Name  Andy  Tramel  Title:  Relationship  Manager 
Phone/Ext.  972-577-7296  Email:  andrew.tramel@ps.net 

Role  in  Project: 


Referrals: 


Industry  (User  Interviews  Only): 
X Discrete  Mfg. 

X Process  Mfg. 

X Transportation 
X Utilities 

X Telecommunications 
X Retail 


X Wholesale 
X Banking/Finance 
X Insurance 
X Medical 
X Services 
□ Education 


□ Federal  Government 

□ State  & Local  Government 

□ Other  Industry 

□ Consumer/Home 

□ Cross-Industry 


N CYNDC 1 Comol  siirv-  quest  from  Perot  Svst.  #22.  8 feb  o 1 


Page  1 of  5 I Co 


CYNDCl 


Questionnaire  No. 


Introduction 


The  purpose  of  this  survey  is  to  determine  how  vendor  attitudes  toward  IT  outsourcing  are 
changing.  The  survey  also  aims  to  track  the  evolution  of  vendor  attitudes  and  practices  in  regard 
to  specific  aspects  of  outsourcing. 

You  will  be  provided  with  an  executive  summary  of  the  results  of  this  survey. 


A.  Recipient  Qualification 

1 .  Are  you  the  person  who  is  best  able  to  describe  your  company’s  approach  to  IT 

outsourcing?  If  not,  to  whom  should  I speak?  (Close  the  interview  and  contact  the  specified 
person.) 

Yes 

Collect  related  demographics  . 


2.  What  is  your  role? 

, t 

, Comment;  Individually,  I manage  relationships  with  Clients 

As  a company,  we  assist  customers  with  aligning,  managing  and  applying  technology  toward 
client  business  objectives. 


3.  Please  indicate  the  nature  of  your  experience  with  outsourcing  (IT  or  otherwise). 

I 

Comment;  I have  been  in  the  IT  outsourcing  field  for  5 years.  I began  my  career  at  EDS 
where  1 achieved  Inner  Circle  Status  as  one  of  the  top  sales  people  globally.  I now 
represent  Perot  System’s  Integrated  Solutions  Group  and  am  one  of  the  top  sales  people 
representing  this  group. 

3a.  Also,  what  proportion  of  your  company’s  business,  if  any,  is  the  U.S.  federal  market. 
Comment;  None 

B.  Priority  Questions 

4. . In  which  vertical  industries  to  you  see  the  best  growth  potential  for  IT  outsourcing? 

Comment;  , Financial  Services,  Manufacturing  and  Healthcare 

. ■ „ ,"i\ t'xj.  ^ i 
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5 Is  your  business  moving  “upmarket”  toward  entire  business  processes  or  “downmarket” 
toward  more  commodity  transaction  processing? 

Comments:  Perot  Systems  is  focused  on  the  “upmarkef’. 

6.  How  would  you  categorize  the  most  important  barrier  to  entering  a new  market,  financial? 
Technical?  Marketing?  Organization?  Staffing?  Management?  Other? 

Comments: 

It  is  my  opinion  that  financial  and  organizational  are  equally  difficult  barriers.  Successful 
existing  business  units  are  competing  for  the  same  capital  resources  and  have  a proven  track 
record  and  history.  One  of  the  key  areas  affecting  your  ability  to  obtain  capital  is  the 
proposed  organizational  structure.  Financial  and  organizational  alignment  should  be 
considered  part  of  your  strategy  while  marketing,  technical,  and  staffing  is  more  tactical  in 
nature  and  is  something  you  can  leverage  from  existing  business  units. 

7.  To  what  extent  is  cost  or  availability  of  capital  a constraint  in  bidding  for  new  outsourcing 
business? 

Comment 

As  we  all  know  pursuit  cost  can  be  very  expensive.  With  that  being  said,  capital  to  pursue  an 
opportunity  that  we  believe  has  a high  probability  of  Perot  Systems  being  successful  is  not  a 
factor  in  our  opportunity  pursuits.  Capital  allocation  requests  for  pursuits  are  denied  only 
when  we  perceive  there  is  a less  than  average  chance  of  being  successful. 

8.  What  important  changes  do  you  see  at  work  in  the  outsourcing  market  today? 

Comment: 

The  ability  to  do  something  better,  faster  and  cheaper  is  the  price  of  entry  today.  Clients 
today  are  looking  for  strategic  partners  that  offer  breadth  and  depth.  Clients  afe  seeking  ways 
that  they  can  drive  business  to  fewer  partners  and  hold  them  accountable  for  the  results. 
Basically  treating  their  service  providers  as  an  extension  of  their  IT  department  and  business 
units. 

One  other  area  that  we,  the  incumbents,  seem  to  be  ignoring  is  the  possibility  of  new 
competitors  in  our  space.  We  have  done  a very  good  job  of  placing  concern  into  our  clients 
that  in  the  new  economy  paradigm  competitors  are  in  every'  vertical.  We  point  to  Enron  and 
others  as  examples.  The  creation  of  shared  services  groups  that  are  independent  of  their  ^ ^ 

parents  possess  industry  knowledge,  relationships,  and  an  understanding  of  industry 
applications  and  technologies  that  can  be  tapped  as  solutions.  They  have  been  authorized  to  ^ 
capture  revenue  from  other  firms  but  because  of  theii  organizational  structure  have  not  been 
successful.  I see  these  as  potential  back  office  competitors.  One  the  front  end  what  if 
Amazon,  Yahoo  or  Ebay  decided  to  get  into  the  CRM  space?  The  virtual  companies  we  are 
building  today  possess  the  skillsets  and  knowledge  to  be  our  potential  competitors  tomorrow. 
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20.  Is  the  bulk  of  your  OS  business  in  bundled,  or  unbundled  services?  (Preference?  trend?) 
Comment  . ...  . 

Today  the  bulk  of  our  business  is  bundled  but  we  are  moving  towards  unbundled.  Our 
preference  is  to  manage  in  a bundle,  but  it  doesn’t  matter  what  we  want,  it’s  what  the  client 
wants  and  feels  comfortable  with  in  the  scope  of  a relationship. 


As  I mentioned,  we  will  send  you  an  executive  summary  of  the  data  derived  from  this 
survey.  Please  confirm  the  following  contact  information; 

Name/Title:  Andy  Tramel,  Relationship  Manager 

Phone#:  972-577-7296 

Email  Address:  andrew.tramel(gps.net 


Thank  you  for  your  time  and  consideration. 
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